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THE IDES OF MARCH 


As this historic day arrives 
when each and every one of us in- 
dividually and corporately tenders 
our annual tax accounting to 
Government, we are particularly 
compelled to analyze the outlook 
of our industry for the balance of 
the current year. 


Thus far, because of large back- 
logs of pre-regulation housing 
commitments, because of grave 
fears of shortages of materials and 
limitations on housing starts and 
because of much evidence of flight 
from the dollar, Regulation X has 
not yet produced the anticipated 
slow-down of residential housing. 
But it is our considered judg- 
ment that ere long the desired 
effect, as promulgated by the Fed- 
eral Reserve Board and the Hous- 
ing and Home Finance Agency, 
will become effective as far as 
volume is concerned. We have, 
however, great fears that these 
objectives of governmental edict 
will in no way quench the fires 
of inflation and despite all con- 
trols we look for the higher prices 
for housing which a scarcity econ- 
omy produces regardless of the 
terms of sale. 

On the other hand, a paternal- 
istic Government attempting to 
still operate under a free enter- 
prise system has elected to in- 
crease the rate of return on a 
long term Government obligation 
by % of 1 per cent. It should be 
important for Government to 
analyze the effect of this change 
of fiscal policy on its controlled 
mortgage interest rates. Unless 
equivalent increases are allowed 
by VA and FHA it looks as 
though FNMA may take on a new 
and expanded lease on life. 


“GOD BLESS OUR 
MORTGAGED HOMES!” 


President, Mortgage Bankers 
Association of America 
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An Ideal Companion 


A “Lawyers Title” policy is an ideal companion for your 
mortgage loans. It is a synonym for safe, sound title insur- 
ance protection and is always accepted and often preferred 


by large corporate investors. 


Lawyers Title is outstanding 


In amount and character of assets available for pro- 


tection of policyholders, 


In experience in solving title insurance problems for the 


lawyer, the mortgage banker and the life insurance company. 


Chere is no other title company with so much to ofter you 
in financial strength, in national reputation and in ability 
to furnish title insurance safely and soundly over so wide 


an area. 


(Virginia ) 


Jawyers Title Insurance (Orporation 


Overaleng un Naw York Slate as | Virgenes) Lawyers Tidle Insurance Corporation 
Home Office ~ Richmond . Virginia 


TITLES INSURED THROUGHOUT 28 STATES, BRANCH OFFICES IN 
ATLANTA * BIRMINGHAM * CAMDEN *« CINCINNATI * CLEVELAND 
COLUMBUS * DALLAS + DAYTON + DETROIT + MIAMI * NEWARK 
NEW ORLEANS * NEW YORK + PITTSBURGH * RICHMOND * WASH- 
INGTON + WILMINGTON + WINSTON-SALEM + WINTER HAVEN 
REPRESENTED BY LOCAL TITLE COMPANIES IN 94 OTHER CITIES 
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Should We Have a New 
Independent FHA? 


ONGRESS enacted the laws 
which are administered by the 
heads of FHA, VA and FNMA. The 
administrators of these agencies are 
capably carrying out their duties in a 
manner far above criticism. But, for- 
getting all party politics as well as 
personalities, this is an opportune 
time to examine the past record of 
the three organizations, study their 
present functions, and endeavor to 
draw a picture of how the country 
can henceforth best be served in home 
construction and home financing. 

FHA began in 1934 after passage 
of the National Housing Act. It was 
both a pump priming measure to 
stimulate home construction during 
the depression and remedial legislation 
to correct some obvious shortcomings 
in the mortgage lending system. FHA’s 
span of life is not limited by the Act 
which created it, nor by subsequent 
Acts. 

VA’s loan guaranty division 
set up to administer the provisions of 
Title III of the Servicemen’s Read- 
justment Act of 1944. Originally, it 
was planned to guarantee no loans 
when applied for later than five years 
after the termination of the war. Sub- 
sequent amendments first lengthened 
that period to ten years; and then as 
the war was terminated officially as 
of July 25, 1947, the last day on which 
veteran loans would be eligible for 
guaranty was set as of July 25, 1957. 
Hence, the loan guaranty division has 
but six more years to guarantee loans. 


was 


How permanent are the government agencies which 
have become such an important part of the mortgage 
lending industry in recent years? How long 
guaranteed loan program likely to last and should FNMA 
e continued at all? And what about FHA—is it perma- 
nent or temporary? And if it’s permanent, then in its 
present format or something different? 

Mr. Marcus suggests that we reexamine the whole set- 
up of government participation in mortgage lending now 
and try to come up with some constructive suggestions 
as to just where we will be going in the future. He has 


By WILLIAM A. MARCUS 


Thus, as of now I label it as a tem- 
porary organization. 


>> BIRTH OF FNMA: FNMA was 
organized in February, 1938, as an 
RFC subsidiary. Early operations 
were largely confined to purchase and 
sale of FHA mortgages. The RFC 
Mortgage Company, which was also 
an RFC subsidiary, made, purchased, 
or participated in various types of 
mortgages, and for nine months just 
before it went out of existence on 
June 20, 1947, conducted secondary 
market operations in VA loans. Since 
discontinuance of the RFC Mortgage 
Company, FNMA has expanded or 
shrunk its activities to an extent par- 
tially determined by the readiness of 
the private market to absorb the mort- 
gages (which bore rates of in- 
terest) but largely determined on the 
expansive side by the amount of funds 
appropriated to it by Congress. 

On several occasions, the Senate 
Banking and Currency Committee 
has recommended discontinuance of 
FNMA; but the Congress has been 
inclined to enlarge rather than to 
reduce its activities. Just now FNMA 
is restricting its operations to comply 
with President Truman’s appeal of 
July 18, 1950, following Korea. Based 
on this I would, as of now, classify 
FNMA as a temporary organization. 

FHA, which has been highly suc- 
cessful, should be an independent 
agency where it would be safeguarded 
against pressure groups, whether those 
groups be builders, lenders, veterans, 


low 


is the VA 


public housing zealots, or vote-seeking 
Congressmen. 


>> KEEP VA NOW: I believe the 
temporary functions of VA should re- 
main temporary. Widely divergent 
opinions exist concerning VA’s loan 
guaranty program; but with all the 
turmoil and confusion of thought per- 
taining to our foreign policy, with 
our armed forces fighting in Korea 
and hundreds of thousands of young 
men being called into military service, 
I think nothing should be done at this 
time to disturb the minds of present 
or potential veterans, even though the 
long range position of the veteran, as 
well as the economic good of the 
nation, might be better served than 
under the present program. 

But lenders have a responsibility to 
safeguard constantly the economy of 
the nation and to point out ways in 
which government expenditures may 
be reduced, in which the public may 
be better served, and in which the 
dollar may be kept from sinking 
further in purchasing power. How- 
ever, in postponing constructive ac- 
tion along the economic front by rea- 
son of emergencies on the diplomatic 
and military fronts, we should keep 
alive all sound proposals and not let 
them remain permanently in moth- 
balls. 

What has the FHA done to justify 
its reestablishment as an independent 
agency? First, it provided a pattern 
of lending that was uniform in every 
state. That pattern was based upon 





come up with a plan for FHA—a new FHA, incorporated 
as the Federal Home Mortgage Insurance Corporation, 
free and independent from any governmental body which 
lends government funds. 

Mr. Marcus is senior vice president of the American 
Trust Company of San Francisco and will head our Con- 


vention committee this year when MBA meets in his 


York. 
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home city. He is a member of the committee on real 
estate mortgages of ABA’s savings and mortgage division 
and recently spoke at the group's Conference in New 








sound lending principles: namely, that 
there would be but a single long-term 
loan on the home being purchased; 
that as far as could be judged in 
advance, the debt would be within 
the capacity of the borrower to repay; 
and that the mortgagor would be re- 
quired to pay monthly to the mort- 
gagee a sum sufficient to cover the 
principal retirement, interest, taxes, 
and fire insurance costs. 

>> FHA’S SUCCESS: This was a 
great improvement over the program 
existing prior to 1934 when homes 
were purchased with approximately 
the same down-payment but under 
a system of first and second mort- 
gages which required frequent and 
costly renewals, and often invited 
foreclosures when the borrowers could 
not meet the terms of the mortgages. 
The National Housing Act of 1934, 
which set up FHA, provided mort- 
gage insurance which protected the 
lender but was paid for by the bor- 
rower, who in turn could well afford 
the insurance cost because his loan 
could be obtained at a lower rate. 
Lending institutions which formerly 
could not lend more than, say, 60 per 
cent of value, could now loan with 
safety up to say 80 per cent. 

The resultant loans FHA 
system soon acquired a nationwide 
marketability, thus making this type 
of loan a liquid asset of savings de- 
partments of banks as against the con- 
ventional type of real estate loan, 
which in a bank portfolio usually was 
looked upon as a semi-frozen asset. 

It is doubtful that private enter- 
prise without federal legislation could 
have provided a uniform system of 
mortgage lending and mortgage in- 
surance because laws of the individual 
states differed widely and often pre- 
vented lenders in one state from en- 
gaging in business in other states. 


under 


As matters now stand, a mortgagee 
in New York may acquire an FHA- 
insured California loan with full con- 
fidence that the loan was made under 
the same national laws and regula- 
tions and carried the same insurance 
as if the loan were made on a home 
in New York. True, in some states, 
such as New York and Massachusetts, 
the state banking laws had to be 
amended to permit banks to make 
such purchases in non-contiguous 
states; but state after state and bank 
after bank have given their approval 
to this single insured mortgage plan, 


4 
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MARCUS THEORY 


“I suggest reexamining our 
mortgage picture not to throw 
out, but to preserve and 
strengthen, those laws and prac- 
tices which permit free enter- 
prise to build houses and enable 
_— capital to lend to bome 

uyers on liberal terms within 
their capacity to repay. | would 
seek to help that program on a 
basis of self support as bas been 
the history of FHA. I would 
have economic soundness rather 
than political expediency deter- 
mine our future course.” 


i 


so that now about five billions of 
dollars of FHA loans appear as bank 
investments held by big and little 
banks in every one of the United 
States. Using the FHA system as a 
base, we have created within the 
framework of the private enterprise 
system a tremendous secondary mar- 
ket without further need of investing 
any funds belonging to the Federal 
Government. 


>»? SECONDARY MARKET: Con- 
sider how the private secondary mar- 
ket works now. Home building has 
been active throughout the nation, 
but extremely active in the West and 
Southwest. Savings deposits have 
grown, but unemployed savings funds 
have accumulated faster in New York 
and New England than in the West 
and in the South. Hence banks and 
other lending institutions have been 
enabled to finance the huge home 
building program in the rapidly grow- 
ing sections of the nation by transfer- 
ring through private enterprise chan- 
nels the mortgages from one section 
of the nation to another. The bulk 
of such transfers were FHA-insured 
mortgages where the rate of interest 
and marketability were attractive 
enough to induce the original mort- 
gagee to make the loans and where 
the same rate of interest and market- 
ability were important factors causing 
the new mortgagees to purchase them. 

The private enterprise secondary 
market has been doing this big job 
without any blare of trumpets; and 
because it is now in a position to do 
a complete job, the services of FNMA 
are no longer necessary. In my opin- 
ion, it is only fair to say that as a 
stand-by agency, FNMA _ performed 


a useful service in the first two or 


three months of 1948 when, by reason 
of a number of factors, the mortgage 
market became unsettled. At that 
time the government itself, as well as 
private individuals and associations, 
was trying to combat inflation. The 
Federal Reserve Banks had partially 
withdrawn support of the market for 
government bonds, the rate for short 
term government bills had been in- 
creased, the rediscount rate had been 
raised and reserve requirements of 
banks had been lifted sharply. Many 
purchasing mortgagees, principally the 
insurance companies, had withdrawn 
from the market. 


>> BETTER MARKETS: But that 
condition soon passed. The market 
became noticeably stronger with en- 
actment of laws permitting banks in 
New York and Massachusetts to pur- 
chase out-of-state FHA loans, and 
recently gained added strength when 
Massachusetts banks were authorized 
to buy out-of-state VA loans. The 
national market will be further 
strengthened if pending legislation 
gives similar power to the mutual sav- 
ing banks of New York to buy VA 
loans. 

The successful operation of any free 
market depends upon natural eco- 
nomic laws and the absence of arti- 
ficially set rates. The market for 4 per 
cent VA loans has at all times been 
spotty. Occasionally, insurance com- 
panies and banks would be heavy 
buyers of this paper. Then, when 
other investments proved more at- 
tractive to those institutions, the mar- 
ket on VA loans weakened. Early in 
1948, Congress recognized this obvi- 
ous result of setting a mortgage rate 
which at times was too low, by au- 
thorizing the VA to raise the rate to 
44% per cent. However, that sensible 
course was not followed; and millions 
of federal funds were poured into 
FNMA to support the 501 market. 
Had the rate been set even tempo- 
rarily at 44% per cent it would not 
have been necessary for FNMA to 
buy up then unwanted 4 per cent 
loans. Right now the market for 501 
loans is somewhat stronger than it 
was in January 1948, but it could 
change again overnight. 
>> FHA WEAKNESS: Now let's 
turn to FHA. I mentioned its strong 
point; what are its weaknesses? One 
definite weakness is its present politi- 
cal set-up. Under powers given by 
Congress to the President, FHA which 
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started as a separate entity to insure 
home mortgages has now been thrown 
under blanket authority with public 
housing, with the Federal Home Loan 
Bank System and with FNMA. So 
far no irreparable damage has been 
done. Public housing, which is a 
welfare agency, should not be co- 
mingled with a self-sustaining mort- 
gage insurance enterprise. The Home 
Loan Bank System, which has never 
been a large factor in the FHA pro- 
gram, should be allowed to regain its 
original status as an important com- 
petitor in the field of encouraging 
private thrift. FNMA should either 
be terminated, or kept solely as a 
stand-by agency for real rather than 
fictitious emergencies. 

A second weakness of FHA has been 
its increasing liberalization of terms 
for mortgages approaching 100 per 
cent of actual cost of properties and 
at times its lessening of required 
building standards in order to stimu- 
late building. The effects of loose 
credit have, of course, been noticed 
by all those who have been alarmed 
by the spread of inflation. Most of 
these trends were the result of over 
liberal or unsound thinking on the 
part of Congressmen, who for the past 
four or five years have been crowding 
through more and more legislation of 
a social or welfare character, disre- 
garding the effect of such measures 
on the economy of the nation. 


>> FHA-VA DIFFERENCES: There 
are numerous operating differences 
between VA and FHA. An important 
one is that FHA has required an 
owner’s equity in the property except 
in the case of some Section 505(a) 
loans. Prudent lenders have always 
been of the opinion that some owner’s 
equity in the property makes the in- 
vestment sounder for both the bor- 
rower and the lender. In many in- 
stances, the VA loan required no 
equity and represented 100 per cent 
of the actual cost of the property. 

The two agencies have used dif- 
ferent appraisal yardsticks and have 
defined real and personal property 
in different terms; and opinions of 
the VA solicitor are not always the 
same as the opinions of FHA’s gen- 
eral counsel. 

FHA rates have, until recently, been 
41% per cent per annum plus 2 of | 
per cent mortgage insurance on an 
ordinary home mortgage. Recently it 
was changed to 444 per cent. VA, 
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MARCUS PLAN 
“I would bave FHA set up as 
an independent agency under a 
board of governors of nine, one 
from the banking business, one 
from the life insurance field, 
one from the savings and loan 
industry, three from the federal 
overnment and three from the 
uilding industry generally. I 
would be satisfied to have the 
governors appointed by the 
President and confirmed by the 
Senate but would prefer to have 
each private industry group nom- 
inate and elect its governors in 
the same fashion that Class A 
and Class B directors of the 
12 Federal Reserve Banks are 
elected.” 
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since the inception of its lending pro- 
gram, has had a 4 per cent interest 
rate, the government absorbing the 
cost of administration and losses un- 
der its guaranty. From the standpoint 
of mortgagees, the rate of interest 
during this postwar period should 
have been uniform for VA and FHA. 

These and many other points of 
difference between FHA and VA have 
caused an unhealthy competition for 
popular favor of borrowers without 
due consideration of the effect of 
their action upon the. value of the 
dollar, nor upon the savings of mil- 
lions of persons whose production and 
thrift have provided the funds for 
all of the loans. This confusion, du- 
plication, and rivalry would have been 
eliminated if the VA loan department 
had been originally set up as a section 
of FHA. This eventual course could 
well be considered by an economy- 
minded government. 


>> LET’S REEXAMINE: “Reex- 
amination” has currently become a 
popular word used by the leaders of 
the political party not now in power 
when discussing the policies of the 
other party, and I take it that “reex- 
amination” really means “throw them 
out.” I suggest reexamining our mort- 
gage picture not to throw out, but to 
preserve and strengthen those laws 
and practices which permit free enter- 
prise to build houses and enable 
private capital to lend to home buyers 
on liberal terms within their capacity 
te repay. I would seek to help that 
program on a basis of self-support as 
has been the history of FHA. I would 
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have economic soundness rather than 
political expediency determine our fu- 
ture course. I would have no welfare 
agencies under the man responsible 
for the safety of mortgages, which in 
turn are the principal investment of 
our thrift institutions. A private mort- 
gage system under government regu- 
lation should not be subject to pres- 
sure groups of any kind. Subsidized 
lending should be eliminated. In lieu 
of the program of hidden subsidies on 
veteran loans, I would have the VA 
pay to the Federal Mortgage Insur- 
ance Agency the actual cost of mort- 
gage insurance as a continuing bonus 
already authorized by Congress. Any 
other aid to veterans for the purchase 
of homes could be handled in the same 
direct fashion. 

My plan is simple and logical and 
can be expressed in a few words. 

I would have FHA set up as an in- 
dependent agency under a board of 
governors of nine, one from the bank- 
ing business, one from the life insur- 
ance field, one from the savings and 
loan industry, three from the Federal 
Government, and three from the 
building industry generally. I would 
be satisfied to have the governors ap- 
pointed by the President and con- 
firmed by the Senate but would prefer 
to have each private industry group 
nominate and elect its governors in 
the same fashion that class A and 
class B Directors of the twelve Fed- 
eral Reserve Banks are elected. 


>> FUTURE GOAL: This recom- 
mended plan would contemplate in- 
corporation of FHA under federal 
charter as “The Federal Home Mort- 
gage Insurance Corporation.” 

The Hoover report suggests that 
FHA be placed under the Federal 
Home Loan Bank Board. I suggest 
that the Federal Home Mortgage 
Insurance Corporation should have 
complete severance from any govern- 
mental body which itself lends gov- 
ernment funds, or which is organized 
for the benefit of any one special 
segment of the savings and mortgage 
business. 

I believe this is a simple and logical 
program. If we act upon it, we may 
safeguard FHA from the drives of 
pressure groups and from undue in- 
fluence of those politicians whose ac- 
tions lead to an unsound economy; 
and we may preserve for the nation 
the proven benefits of the FHA mort- 
gage insurance system. 





INVESTORS Have 


EFORE prohibition and before 
labor unions became powerful, 
a hotel did not embody 
great hazards. 
The first great 
change in hotel 
operation came 
with Prohibition 
which required the 
inn-keeper to be- 
come an efficient 
businessman, to 
acquaint himself 
with economics 
and to learn some- 
thing about accounting. The 
necessity for this increased as labor 


operating 
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cost 


unions grew in strength. 

It was a severe test for the inn- 
keeper, a departure into unfamiliar 
channels. Many hotel keepers failed 
to bridge the gap. The hazards con- 
fronting them were aggravated by the 
unbridled building of hotel facilities 
which continued from the middle 
"twenties into the early ’thirties. 

No one, especially professional in- 
vestment people, has forgotten the 
sad plight of the hotel industry of the 
early thirties when an estimated four- 
fifths of all hotels in the United States 
were in bankruptcy, with defaulted 
bonds and unpaid interest and taxes. 
One of the basic causes was of course 
the frenzied financing of hotel con- 
struction of that era, with bond houses 
feeding 6 per cent gold bonds to a 


Overlooked Hotels 


By J. B. HERNDON, JR. 


hungry public. In some instances, two 
hotels were built where one would 
have sufficed, simply to provide the 
bond house an occasion to merchan- 
dise hotel bonds. 


Strangely enough, the complete 
metamorphosis of the hotel industry 
since then appears to have been over- 
looked in the investment markets. 
Many investment authorities, it seems, 
fail to recognize the radical reorgani- 
zation of heavily mortgaged hotel 
properties. Great capital losses were 
suffered by a large number of security 
holders, but when prosperity began to 
return in the middle ‘thirties it was 
greeted by a financially rehabilitated 
hotel industry which had hacked off 
about one-half of its bonded and mort- 
gage indebtedness. The industry had 
put itself in shape to benefit from a 
rising tide of general business fortunes. 


In the United States today there 
are approximately 15,000 hotels, ex- 
clusive of motor courts, with about 
1,400,000 rooms and with an annual 
sales volume of roughly $5,000,000,- 
000. Aside from Florida and certain 
other sections where added facilities 
have been sorely needed, there has 
been no building of hotels since the 
early ’thirties. Yet, the country’s popu- 
lation has increased by 30,000,000 
during that period. Patently, although 
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the traveling public’s habits have 
changed, America has been growing 
up to its hotel plant. 

Our hotel plant today is soundly 
financed. Not only was a heavy yoke 
of debt realistically scaled off 15 years 
or more ago, but alert management 
has since been able to improve the 
capital structure further and to put 
properties in first class condition. Our 
national hotel plant now is mortgaged 
for less than one-half of its value. 

The transformation of our hotel 
plant is nowhere more clearly evi- 
denced than in operating results. In 
the middle ‘thirties hotels were earn- 
ing about twice their taxes, whereas 
today they are earning about six times 
the tax burden, according to a survey 
by Harris, Kerr, Forster & Co. The 
hotel industry obtains an average re- 
turn of 7.32 per cent on its invest- 
ment, before taxes, or about 41/2 per 
cent after income taxes. 

Not only has there been no sub- 
stantial hotel construction during the 
past 20 years, but it seems very un- 
likely that there will be any construc- 
tion on a substantial scale in the 
foreseeable future. This conclusion 
seems inescapable when the steep rise 
in costs of building hotels is consid- 
ered. At current costs it appears vir- 
tually impossible to obtain sufficient 
room rent to cover carrying charges. 
Immediately, of course, there is the 
NPA restrictive order. 











When hostilities ended they took a dim view of the out- 





chain, takes a look at botels today, 0 peration-wise, invest- 
ment-wise and otherwise. His analysis adds up to a favor- 
able outlook for the future. There’s been a complete 
metamorphosis in the botel industry but it bas been over- 
looked in the investment markets, according to Herndon 
who is vice president and treasurer of Hilton Hotels Corp. 

One particularly interesting observation of Mr. Hern- 
don's is that quite a lot of well-informed people who went 
all out im their dire forecasts at the close of the war, bave 
since been proven entirely wrong about the industry. 
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look, what with bigher and higher prices, the prospect of 
sharply curtailed traveling, the motel (see next article) 
and other hazards abead. But, as we know now, the 
hotels went right abead doing good business, unworried 
about bow far they bad to drop to reach some bypotheti- 
cal break-even point. Now, with new construction uncer- 
tain for some time to come and costs higher than ever, 
there won't be many new hotels; and those now in busi- 
ness seem likely to continue doing good business. 
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No phase of hotel operation is more mis- 
understood than occupancy in relation to 
“break-even” points. Room occupancy of 
80 per cent as a rigid break-even point has 
been widely accepted. It isn’t. The Palmer 
House, Chicago, with nearly $1,000,000 of 
ground floor store rentals, might conceiv- 
ably operate profitably if all rooms were va- 
cant and... 

In gauging the outlook for hotel 
construction the time-honored rule of 
thumb holds good. According to that 
rule, for each $1,000 spent to add a 
hotel room it is necessary to receive 
$1 a day a room revenue at an occu- 
pancy of 70 per cent. A luxury hotel 
built in the middle twenties at a cost 
of $10,000 per room might well be 
able to obtain an average room rate 
of $10. But the same hotel built now 
for $20,000 per room scarcely could 
hope to obtain an average rate of $20 
per day, especially if across the street 
there is a hotel which costs $5,000 
per room to the company that bought 
it from the original bondholders. 

The days of irresponsible financing 
of hotel construction are a thing of 
the past. No financing company today 
is eager to buy a hotel builder’s bonds 
and advance up to 110 per cent of 
the total cost of the project, with 
10 per cent for the finance company. 
The builder must face a hard-boiled 
finance company or an equally real- 
istic insurance company which will 
advance a loan of not more than 60 
per cent of the real value of the entire 
project. He must put up at least 40 
per cent of the total cost of the proj- 
ect, and there are very few such 
optimistic builders in this day and 
age. 

The subject of hotel construction 
costs leads to the question of the place 
of the motor court in the inn-keeping 
business. These motor courts have in- 
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creased sharply in number during the 
past several years, and they are highly 
competitive with small hotels in small 
cities. However, the motor courts 
offer little if any competition to large 
hotels in such cities as New York, Chi- 
cago, Washington and St. Louis. Los 
Angeles cannot be included in this 
group because several factors such as 
climate and transportation facilities 
render the motor court a challenging 
competitive force in that Pacific Coast 
city. 

A combination of factors has been 
responsible for the rehabilitation of 
the hotel industry during the past 
score of years. One of the most im- 
portant of these has been the increase 
in national income and industrial pro- 
duction. In 1949, our country’s hotel 


also in Chicago, the Stevens (where, 
incidentally, MBA will be holding its 1952 
convention) enjoys a low break-even point, 
purchased, as it was, at a low price; but... 


income factor was 242, using 1935 to 
1939 as 100. National income then 
was 331 on the same basis. Hotel 
occupancy led business activity gains 
from 1944 to 1946, lagging slightly 
since then. 


The trend of hotel income normally 
coincides with the course of national 
income and business activity. Not 
only has business travel increased im- 
portantly during the past 20 years, but 
pleasure travel has gained sharply as 
America on wheels has taken the 
road. The late George Bernard Shaw 
once observed: “The great advantage 
of a hotel is that it is a refuge from 
home life.” 


As I suggested earlier, Prohibition 
repeal also has furnished a big im- 
petus to the rise of fortunes for hotel 
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operators. To a large extent, hotel 
business is beverage business because 
the sale of beverages accounts for an 
important portion of a hotel’s gross 
revenues. The financial statements of 
the hotel industry would make a 
rather sorry reading if it were not for 
the sale of beverages. 

Strange as it may seem, the hotel 
industry lagged behind all other in- 
dustries in up-to-date methods of op- 
eration. Hotel operators seemed to 
feel that, because of the service nature 
of the industry, modern industrial 
methods could not be applied to hotel 
operation. Not until recent years has 
the utter fallacy of this viewpoint been 
convincingly demonstrated. During 
these years the industry has applied 
in its operations time and method 
studies, job analysis, job standards, 
safety programs, budgetary control 
and pricing programs. 

The benefits of these have been 
clearly mirrored in operating state- 
ments. All have resulted in better 
production factors. 

In the matter of pricing policy, also, 
the hotel industry has made big strides 
in recent years. A hotel room is a 
most perishable product. The vacant 
room of last night is an irretrievable 
loss. It may be rented tonight, but 
the dollar loss suffered last night can 
never be recouped. The hotel indus- 
try in recent years has recognized the 
necessity for basing room pricing poli- 
cies upon average occupancy. It has 


(Continued on page 24, column 1) 


.. + coming to New York, the Plaza, with 
its high over-head and its luxury-type oper- 


ation, has a break-even point of about 70 

per cent. = rigid break-even point is a 
tliche that has become fact with many, says 
Herndon. 





MOTELS Are Good Loans 


NVESTORS noting the growing 

preference of the traveling public 
for conveniently-located motel accom- 
modations and the growth of the 
motel industry are entertaining loan 
applications on selected projects of 
good quality. Performance record has 
been excellent. Under the general 
title of motel (signifying accommoda- 
tions for both motorist and motor 
car) are included tourist courts, tour- 
ist cabins, motor courts, motor inns, 
court hotels, auto hotels and highway 
hotels. 


From a small beginning in the mid- 
twenties, the number of these hostel- 
ries has increased from 2,000 in 1930 
to 13,500 in 1940 and an estimated 
26,000 plus in 1950. Total investment 
exceeds $3,000,000,000. With this 
growth there has been an attendant 
upgrading in the quality of facilities 
and management resulting in accept- 
ance and, in some cases, preference 
of the motel by all classes of com- 
mercial and vacation travelers. The 
commercial guest, traveling by car, 
appreciating the convenience of su- 
pervised, on-premises parking and the 
absence of the garage bill, tipping, de- 
lay and mishandling of auto so com- 
mon with the commercial hotel, is 
more and more using the motel if well 
located and offering telephone service. 

During the past year reserved park- 
ing space and commodious, modern, 
comfortably furnished “rentals” and 
opportunity to inspect before renting, 
attracted some 275 million guests pay- 
ing almost a half billion dollars to 
motel operators whose almost univer- 
sal comment was “business is good.” 

Discuss their experience with any- 
one who has recently toured the coun- 
try stopping at motels and they will 
give any number of reasons why they 
prefer the motel over the hotel. 

Farsighted hotel operators also are 
interesting themselves in motel proj- 
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In the preceding article, Mr. Herndo 





n of Hilton Hotels 


Have you made a motel loan? If you haven’t 
you can find out here just what to look for 


By EVERETT C. SPELMAN 


ects. In some areas motels are refer- 
ring their overflow business to the 
commercial hotel, sure the guest will 
come back to them on the next trip. 
All areas of the nation have partici- 
pated in motel development with the 
West Coast and Southwestern states, 
reflecting their large population gains, 
leading. The Florida area has made 
great strides and many of its motels 
are of the resort variety. With over 
three fourths of the population travel- 
ing by auto the future of the industry 
is assured. 

As is true with all real estate, loca- 
tion has much to do with a successful 
motel operation. While motels in re- 
sort areas and near small towns do 
well, the best year-round records are 
chalked up by those on key cross 
country highways in or near large 
cities of importance. A location con- 
venient to shopping and amusements 
is attractive to both the commercial 
traveler and the tourist. The location 
outside the city is good but usually is 
not as successful as the “closer in” lo- 
cation—other conditions being equal. 

While some feel it is important to 
avoid competition, others locate near 
it. Advocates of both are about equal 
but competition, unless so unreason- 
able as to result in rate cutting, is 
relatively unimportant if the motel 
offers quality accommodations and is 
on an important arterial highway (as 
differentiated from a busy local or 
farm-to-market secondary highway) ; 
is on level or high ground where ad- 
vertising possibilities can be exploited ; 
has complementary businesses such as 
filling station, auto repair, restaurant, 
etc. nearby; and is free of excessive or 
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disturbing noises during night-time 
hours. A good eating place on the 
premises is a very desirable asset. Lo- 
cations on grades with resulting noise 
from trucks in low gear, on curves or 
with narrow frontage which permit 
traveler to pass before he sees the 
motel, in congested traffic areas, in 
low spots, near industrial operations 
giving offensive odors or where condi- 
tion of nearby properties indicate lack 
of pride of ownership are not de- 
sirable. 


Assuming general location features 
are proper a suitable site should be 
“wide and deep”—wide so the speed- 
ing traveler will see it in time to stop 
and deep to permit placing the build- 
ing well back on the lot. Adequate 
area to provide on premises parking 
for one car per unit is a must. Op- 
erators are not in agreement as to the 
need for carport or enclosed garage. 
To date there has been general ac- 
ceptance of the well-lighted, paved, 
supervised parking area by most trav- 
elers. It is interesting to note, how- 
ever, that those operators with shel- 
tered car storage space attribute their 
high occupancy ratio in large part to 
this added facility. Road noises vary 
with the importance of the highway. 
With the increase in trucks, apparent 
to all, to achieve quiet the buildings 
should set well back from the high- 
way—an item the experienced and 
discriminating traveler checks first. 

As could be expected of a new in- 
dustry many of the earlier motels were 
designed by rugged individualists with 
little practical operating experience 
but with a strong flair for the unusual. 
This unusual atmosphere which at- 
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the country where development bas not been great, the 








Corp., bad some observations about the botel industry as 
of now; bere an official of a life company which bas 
made quite a number of motel loans, describes just where 
this large industry stands today—one that not too man 
years ago was only beginning. In two decades aa 
bave increased from about 2,000 to more than 26,000, 
and judging from their popularity and the many areas of 


end certainly is not in sight. As a lender there are—as 
in any kind of loan—special techniques to know, certain 
hazards to watch out for. Mr. Spelman, who is assistant 
vice president of The Western & Southern Life Insurance 
Company, Cincinnati, tells you what they are. He will be 
on the faculty at MBA’s Mort age Banking Seminar in 
June, as well as the diel eminar to follow. 
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tracted many travelers in the past is 
now being supplanted by skillfully 
laid out and attractively designed 
structures conforming to best archi- 
tectural practice and reflecting the 
region, climate and location. To keep 
pace with these newer structures the 
owners of older properties have been 
carrying out extensive modernization 
programs since lifting of rent control 
from the industry. Through use of 
carefully laid out driveways, walks, 
nice lawn and selected planting an 
overall appearance of quiet and rest- 
ful atmosphere is presented to attract 
the tired motorist. With entrance door 
near parking area, spacious units 
functionaliy planned with gross area 
of 275 to 325 square feet are not un- 
usual. They offer everything obtain- 
able in first class hotel rooms and have 
tile floor and wainscot in bath with 
usual tub and shower. In some cases 
the tub is omitted in favor of a full 
tile shower stall. Although few struc- 
tures are of fire resistant construction 
the majority of exteriors of newer 
buildings are masonry, few operators 
wishing to assume the more expensive 
maintenance of a frame building. 
Ceiling insulation is general whether 
the building is air conditioned (a 
usual practice and competitively nec- 
essary in the warmer areas of the 
country) or not. The frequent warn- 
ings against carbon monoxide gas 
have made travelers wary of the indi- 
vidual gas unit heater and most mo- 
tels, where the owner has adequate 
funds available, installs thermostati- 
cally controlled hot water or steam 
heat. There are fewer objections to 
gas in the south than in the colder 
sections of the nation. Plumbing and 
electrical features are pretty well con- 
trolled by local codes. 


Absence of masking noises—always 
present in congested areas—has 
brought to the forefront of the indus- 
try planners the importance of sound 
insulation treatment for walls between 
units. Having sought locations free 
from external night noises operators 
have learned that without these mask- 
ing sounds from outside internal 
sound seems to be projected more 
easily between rooms. To overcome 
this problem a double staggered stud 
partition, or a 5 to 8 inch masonry 
wall, is used between units with tight 
fitting double doors between connect- 
ing bedrooms. 





This is the type of motel that’s proving successfui—and interesting to investors. It’s the 
Key Hotel near Ft. Wayne, Ind. It has everything in the way of accommodations, recrea- 
tion and conveniences. 





Near Marion, Ohio, is the state’s largest, the 52-room Hignway Hotel. Its heating plant 
assures winter occupancy; in summer it has summer conveniences for tired travelers. Guests 
even have the privilege of breakfast in their rooms if they wish. 
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A good example of an “in line” type motel is the recently-opened Vulcan Motor Lodge 
near Birmingham. Telephones in every room, tile baths, tub and showers, children’s play- 
ground, air conditioning and other attractions all add up to good business. 





Real reason why the motels are winning customers can be seen from this interior view 
of the new Holiday Inn Motel on Highways 59 and 90A near Houston. Rooms are free 
of roadway noises. Beautiful landscaping and grass plots create a quiet restful atmosphere. 
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Also vibration sounds emanating 
from machinery, air conditioning 
equipment or blowers supplying fresh 
air to the room present special prob- 
lems, troublesome to solve unless reck- 
oned with when in the planning stage. 
Even with these precautions the light 
sleeper frequently has trouble. 

Most noticeable in the upgrading 
program is the improvement in recent 
years of furniture and fixtures. Seek- 
ing the patronage of the best class of 
traveler, operators (95 per cent of 
whom are also owners), have made 
great strides frequently using the serv- 
ices of a specialized interior decorator 
or at the least the services of an ex- 
perienced hotel furnishing organiza- 
tion. Operators are always mindful 
that it is common practice for the 
motel guest to inspect the accommo- 
dations before registering—-a privilege 
not frequently exercised in a commer- 
cial hotel. Spurred by knowledge 
gained by expensively purchased ex- 
perience, that if the “rental” i; unat- 
tractive the guest will decline the 
room and whisk away, good operators 
maintain high standards of cleanliness 
and provide best quality beds, ample 
tastefully designed and comfortable 
furniture, baggage stands, dresser and 
well lighted writing desk in carpeted 
rooms having nicely draped windows 
with modern curtains or venetian 
blinds. 

With an eye toward competition 
fromm other motels as well as the com- 
mercial hotel, motel operators are us- 
ing many good operating practices of 
hotels properly applicable to the 
motel. 

Inspected daily in most cases by the 
owner himself tiie immaculate bath 
has individual wrapped soap, steril- 
ized glassware, sterilized toilet and 
lavatory, throw away type bath mat 
or better and fresh clean towels some- 
times furnished the guest in sealed 
bags when he registers. Not infre- 
quently he also receives the local eve- 
ning papers and a pail of ice if he 
wishes it. Although he may not have 
noticed it, the guest probably received 
a pretty careful inspection himself be- 
fore being permitted to register for 
motels for the most part are operated 
by their owners who are well aware 
that maintaining the good name of 
the establishment is the only way to 
riches. 


Cognizant of the wide range of ac- 
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commodations and services offered by 
motels the owner-operators are vigor- 
ously supporting such associations as 
American Automobile Association, 
United Motor Courts, Quality Courts 
United, Duncan Hines and others 
who rate established motels for the 
traveler. Great care is exercised by 
these associations in making inspec- 
tions and their recommendation mer- 
its respect. In the absence of such 
data the experienced traveler is in- 
fluenced by roadside advertising 30 to 
50 miles from the motel (a sure sign 
the hostelry caters to tourists and not 
“local” trade), a large well main- 
tained, attractively landscaped estab- 
lishment (big enough to support night 
watchman), presence of outdoor fur- 
niture, gift shop and obviously well 
operated restaurant and the fact that 
he and his party are inspected before 
being permitted to register. 
Approximate cost of land, building, 
improvements “in line” type, furni- 
ture fixtures and equipment and air 
conditioning equipment, at 1950 
fourth quarter prices for units of 
about 280 square feet with tile floor 
and wainscot in bath is running about 
$6,000 per unit in average markets. 
need substantial funds for 
equities as few investors care to lend 
in excess of 55 per cent to 60 per cent 
of value of real estate and some have 
adopted a maximum loan limit per 
unit because of the relative ease of 
creating competitive facilities. It is 
common practice for the mortgagee 


Owners 


UNLIMITED FUNDS 


to require a chattel mortgage on all 
furniture, fixtures and equipment 
(owned outright) as additional secur- 
ity for his loan. 

Investors are analyzing motel proj- 
ects carefully mindful of the high 
obsolescence factor inherent in a rela- 
tively new and expanding industry. 
Safeguards are taking the form of 
>> A loan limit of 12 to 15 years 


>> Loaning only on projects that are 
§ only 
new and modern in every department 
and also are large enough to support 
a full time manager 
>> Requiring that all or at least a 
majority of the rooms are “large 
enough to live in” so as to change 
over to permanent guest operation in 
a war emergency 
>> Requiring that part of the units 
be large enough to accommodate a 
kitchenette unit 
>> Basing value on 70 per cent oc- 
cupancy at conservative rent inven- 
tory, mindful of competition, and 
assuming that 65 per cent to 70 per 
cent of room income wiil be required 
for taxes, insurance, operation and 
depreciation. 

Lenders who want to look into the motel opera- 
tion further are referred to the trade journals 
serving the industry, American Motel Magazine, 
5 S. Wabash Avenue, Chicago 3, and Tourist Court 
Journal, Temple, Texas. Bulletins giving informa- 
tion on the subject and source of supply are Estab- 
lishing and Operating a Year Round Motor Court, 
Industrial (Small Business) Series No. 50, U. S. 
Department of Commerce; Planning Better Over- 
night Accommodations by C. A. Gunn, Michigan 
State College, East Lansing, Michigan; Tourist 
Court Plan Book, Tourist Court Journal Co., Tem- 
ple, Texas; and Proceedings of the First Tourist 


Yourt Short Course, Tourist Court Journal Co., 
Temple, Texas. 


AVAILABLE 


FOR FHA LOANS 


This Company is presently in a position to place unlimited 
quantities of FHA mortgages with permanent investing institu- 
tions whom we represent. Servicing to be retained by the Seller. 
We further anticipate that we will be able to place VA Section 
501 (b) mortgages in the near future. 

Should you wish to find additional outlets for your loans, 
we will be pleased to hear from you. Please provide us with 


information as to the volume of each type of loan available for 
immediate delivery as well as an indication as to the volume that 
you anticipate that you can create monthly and the price at which 


you are willing to sell these loans. 


In many cases we are able to arrange warehousing facilitics 
covering the period from loan creation until payment is made by 


the permanent lender. 


CONSULT W. L. RICK 


EASTERN MORTGAGE SERVICE CO. 
1528 Walnut Street, Philadelphia 2, Pa. 
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How To SoLvE TAx DIFFICULTIES 
IN REAL EsTATE TRANSACTIONS 


NYONE who handles real estate 

transactions often stops to ask 
himself: What are the “tax angles” 
I’m missing? He feels that if he knew 
a little more, he could save some taxes 
for himself or his client. 

Actually, “saving taxes” is merely 
the process of selecting from among 
several alternative 
methods of han- 
dling a business 
transaction the 
one alternative 
which will be the 
most beneficial. 
There is not an 
infinite number of 
ways of handling 
any particular 
business transac- 
tion——not even a large number of 
ways. There are only two or three or 
four in most instances and in some 
cases only one. 





Walter W. Brudno 


If there is only one way, you might 
as well forget about tax savings and 
think only about tax results. That is, 
compute the taxes which will result 
from the transaction and then decide 
whether the practical and financial 
advantages of the transaction justify 
the tax cost. 


If there is more than one way, 
merely figure the tax cost of each, 
compare the results, and, all other 
things being equal, choose the one 
which produces the lowest tax cost. 
But before making the choice, you 


To “save taxes” in real estate transactions, you first 
have to know the right questions before you can get at 
the right answers—and not knowing the proper questions 
and when to ask them is why so many transactions are 
needlessly costly. Mr. Brudno has some ideas on this 
matter which be explains by easy-to-understand examples. 

The author is a graduate of Western Reserve Univer- 
sity and for the past ten years bas been associated with 


By WALTER W. BRUDNO 


must ask yourself if all other things 
are equal. Will the method which 
produces the lowest tax cost be prac- 
tical from the business viewpoint?- 
for it is even more important to han- 
dle the transaction on a sound busi- 
ness basis than it is to minimize taxes. 
After all—you are in the business of 
doing business and not in the business 
of saving taxes. 

In almost every case, it is relatively 
simple to find the answers—and al- 
most invariably if you ask the right 
questions you will come up with the 
right answers. You cannot always be 
sure you have made the right decision 
until you figure up your profit and 
loss. Similarly, there are some situa- 
tions in which you cannot be abso- 
lutely certain of the tax result. That 
is where the tax expert can be of 
greatest value, for he can help you 
make the most intelligent guess. 

Let’s apply these principles to some 
typical real estate transactions. These 
situations are not presented as par- 
ticularly useful tax-saving procedures. 
The examples are unimportant of 
themselves—and are given solely as 
illustrations of the “question method” 
of solving tax difficulties. 

For example, consider some of the 
tax problems of selling property: 

In 1940 Mr. Peabody transferred 
some vacant land, which had cost 
$10,000, to the Bellevue Corporation 
in exchange for all of its capital stock. 
Bellevue borrowed $80,000 on mort- 
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gage and built the Bellevue Apart- 
ments on the land at a total cost of 
$80,000. The corporation has oper- 
ated the apartments for the past ten 
years and has depreciated them down 
to $60,000. It has no cash surplus, as 
all of its earnings have been applied 
on the mortgage, which is now paid 
off, or have been paid out in divi- 
dends. It is on the cash basis. 

Mr. Peabody figures that the apart- 
ment, with the land, is now worth 
$150,000 and decides to sell out. Here 
are the questions he should ask at the 
very start—preferably before he even 
finds a buyer: 
>> Who should sell? There are only 
two possibilities, either the corpora- 
tion or Mr. Peabody can be the seller. 
>> What should be sold? If the cor- 
poration is to make the sale, there is 
only one possibility: it must sell the 
land and building. If Mr. Peabody is 
to make the sale, there are two pos- 
sibilities: he can sell the stock or he 
can dissolve the corporation and get 
the property in his own hands, and 
then sell the property. 

He goes about answering these 
questions by asking other questions: 
>> If the corporation sells, what will 
its tax be? Since it has depreciated 
the building to $60,000 and since the 
land has a cost basis of $10,000, its 
gain will be the difference between 
$150,000 and its basis of $70,000—or 
$80,000 of gain. The tax will be at 
the 25 per cent capital gains rate so 





the Bureau of Analysis, Davenport, lowa, as technical 
adviser to its editorial staff and as conference consultant. 
He is a frequent speaker before national and regional 
conventions on the tax aspects of real estate and other 
commercial transactions. 
current book, “Tax Savings in Real Estate Transactions,” 
the Bureau under the auspices of the 
National Institute of Real Estate Brokers. 


He was general editor of a 








that its tax will amount to $20,000. 
This leaves the corporation with 
$130,000 net proceeds after tax. 

>> If Mr. Peabody sells the stock for 
$150,000, what will Ais tax be? His 
stock him $10,000, the cost of 
the land he exchanged for the stock, 
so he will have a $140,000 gain. The 
stock is a capital asset and his tax 
also be at an effective rate of 
25 per cent—the tax amounting to 
$35,000. This with net 
proceeds after tax of $115,000, as 
compared with $130,000 net proceeds 


cost 


will 


leaves him 


if the corporation sells. 

If Mr. Peabody is tired of asking 
himself questions, he will naturally 
have the corporation sell and “save” 
(so he thinks) $15,000. But, he de- 
cides to inquire a bit further and asks 

if the corporation sells and gets 
$130,000 net proceeds after taxes, 
what is it going to do with the money? 
It has no further business to transact 
so Mr. Peabody decides that the thing 
to do is to have the corporation turn 
the funds over to him. What will that 
do to my tax, he inquires? His stock 
cost him $10,000, he will get $130,000 
on liquidation of the corporation—so 
he will have a $120,000 capital gain 
on liquidation — more taxes! 25 per 
of $120,000 is $30,000. That 
wipes out the $15,000 the corporation 
“saved”—and puts him another $15,- 
000 in the hole. 

There ought to be a better way, he 
decides, so he asks another question: 
If I dissolve the corporation first and 
then sell the property, what will my 
taxes be? If he dissolves the corpora- 
tion before sale, he will get $150,000 
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of property in exchange for stock 
which cost him $10,000—a gain of 
$140,000, tax of $35,000. If he then 
sells the property for $150,000, he 
will have no further tax as its basis 
goes up to $150,000 when he dissolves 
the corporation and pays tax on the 
proceeds of dissolution. Thus, if he 
eee... 
"It is not sufficient merely to 
ask the questions pertaining to 
your own tax liability, and to 
ask them before any action is 
taken, but also necessary to ask 
questions pertaining to the other 
party. ... For the plan which 
produces the most favorable tax 
result to the seller is utterly 
valueless unless it will also be 
acceptable to the buyer.” 


eee 


sells the property after dissolving the 
corporation, he has $115,000 net pro- 
ceeds—the same amount of proceeds 
he would receive if he left the prop- 
erty in the corporation and sold the 
stock. So he concludes that it doesn’t 
make any difference whether he sells 
the stock, or first dissolves the corpo- 
ration and sells the property, and that 
the only thing he needs to avoid is 
having the corporation sell the prop- 
erty first and then dissolve. Obviously, 
it is simpler just to sell the stock. 
Well pleased with himself he goes to 
Mr. Jones, a likely prospect, gives him 
a good sales talk, and has him right 
on the verge of closing the deal for 
purchase of stock. 

But Mr. Jones also asks himself 
some questions: He knows he will 


control the building for $150,000 of 


ee 





purchase price (through ownership of 
stock) but, he asks, what will my de- 
preciation amount to? He quickly dis- 
covers that if he buys the stock, as 
Peabody suggests, he will have a 
$150,000 cost basis for his stock—but 
that the building will still be in the 
Bellevue Corporation with a basis of 
only $60,000! 
That won’t do at all, he says. If 
I pay $150,000, I want as much of 
my cost as possible to be depreciable 
-otherwise I won’t be able to oper- 
ate at a profit. Mr. Peabody decides 
to go home and ask himself some 
more questions. He has now learned 
that he must ask questions about the 
purchaser’s tax results as well as his 
own if he hopes to close the deal. 
He knows that he can dissolve the 
corporation and sell the assets and 
come out the same as though he had 
sold the stock. What will this do to 
Mr. Jones’s depreciation basis, he 
asks? The answer is-—he will get the 
$150,000 basis for the land and build- 
ing. That seems to be a good solu- 
tion. But, having been almost burned 
once, he decides to ask some more 
questions: Suppose I get the money 
$115,000 net after taxes—what will 
I do with it? The Acme Hotel Corpo- 
tion, of which he owns all the stock, 
is planning on some extensive capital 
improvements estimated to cost over 
$120,000. The logical thing seems to 
be to put the $115,000 sale proceeds 
from the Bellevue Apartments into 
the Acme Corporation. Then it oc- 
curs to him that, if he had the Belle- 
vue Corporation sell the property in 
the first place, it would have $130,000 
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net proceeds after taxes—more than 
enough to cover the Acme improve- 
ments. He says to himself, “Perhaps 
I had better start over again and ask 
some more questions.” 

If the Bellevue Corporation makes 
the sale does it have to liquidate, so 
as to add still further to the tax bur- 
den? How could the Bellevue Corpo- 
ration get the funds over to the Acme 
Corporation without first turning 
them over to me? This is pretty hard 
to figure out, so he goes to his lawyer 
or tax adviser—and finds that the two 
corporations can be merged tax-free, 
simply by having Acme increase its 
authorized capital and having Belle- 
vue turn over its assets to Acme in 
exchange for the new Acme stock. 
After Bellevue acquires the Acme 
stock, it can be dissolved by turning 
over all the new Acme stock to Mr. 
Peabody in exchange for his present 
Bellevue stock. He ends up holding 
all the stock of Acme —and Acme 
owns all the assets of Bellevue. That 
sounds very good to Mr. Peabody 
he gets $130,000 for use in the Acme 
Corporation, whereas under any other 
procedure he can’t get more than 
$115,000. But, there is still another 
question. ; 

What will all this do to Mr. Jones’s 
basis? He soon learns that if either 
Bellevue, before the merger, or Acme, 
after the merger, sells the property to 
Mr. Jones for $150,000-——Mr. Jones’s 
basis will be $150,000, exactly what 
he wants! 

Finally Mr. Peabody has a plan, 
and a rather simple one at that: 
Merge Bellevue and Acme Corpora- 
tions, and have Acme sell the prop- 
erty to Mr. Jones for $150,000. If he 
had been through this sort of thing 
before, he might have felt safe and 
asked himself none of these questions. 
The chances are—he would come out 
of the deal with a few more head- 
aches and a little less money than be- 
fore, because each transaction must 
be submitted to the same questioning 
process. A change in any one of the 
facts may produce an entirely differ- 
ent tax result. 

Let us assume that Mr. Peabody 
decides to follow our plan and to 
consummate the deal on June 1. 
The Bellevue and Acme Corpora- 
tions have already been merged. 
When the contract is being drawn 
someone asks: “Who is going to pay 
the county taxes of $3,000 which be- 


come a lien on April | and which are 
not due until September 1?” Mr. Joues 
suggests that they merely knock $3,- 
000 off the sales price and let him 
pay them. But Mr. Peabody is still 
asking questions: If the purchase 
price is reduced $3,000 and Mr. Jones 


Ne 

“The problem (of solving tax 
difficulties in real estate transac- 
tions), for the most part, is not 
to devise new ways of bandling 
transactions + on these transac- 
tions bave been consummated 
thousands of times over a period 
of a great many years. They are 
the result not of the ingenuity 
of lawyers but of the ingenuity 
of businessmen.” 


eee 


pays the accrued taxes, what will be 
the effect on the Acme Corporation’s 
tax picture? The Acme Corporation 
will receive $147,000 in cash instead 
of $150,000, but the tax liability as- 
sumed by Mr. Jones will be considered 
as an addition to the sales price. Con- 
sequently, the Acme Corporation will 
compute its gain on the sale on the 
basis of $150,000 just the same as 
though it had paid the taxes. 

Mr. Peabody then asks: “If the 
Acme Corporation pays the taxes, in- 
stead of reducing the purchase price, 
won’t it be entitled to deduct the full 
amount of the tax from income the 
same as any other real property taxes 
paid?” Much to his surprise he dis- 
covers that the deduction would not 
be allowed! On further inquiry he 
finds that real property taxes can be 
deducted only by the taxpayer who 
owned the property at the time the 
taxes became a lien. Since the Acme 
Corporation did not own the prop- 
erty on April 1, it can’t deduct them, 


and since Mr. Peabody didn’t own the 
property on April 1, he can’t deduct 
them. Clearly, then, the deduction 
would only be allowable to the Belle- 
vue Corporation which did own the 
property on April 1. However, the 
Bellevue Corporation didn’t pay them 
prior to the merger and it is no longer 
in existence. 

Consequently, it appears that neither 
Mr. Jones nor the Acme Corporation 
can get any tax benefit as the result 
of payment of the real property taxes. 
Mr. Jones will add the taxes to his 
cost basis if he pays them and the 
Acme Corporation will add them to 
its cost basis if it pays them. In either 
event, both Mr. Jones and the Acme 
Corporation will be in exactly the 
same position regardless of who pays 
them. At this point Mr. Peabody’s 
blood pressure will probably begin to 
rise. Somewhere along the line those 
taxes which are normally deductible 
from income have lost that character- 
istic and now whoever pays them will 
be denied the advantage of deducting 
them. 

What went wrong? The answer is 
that Mr. Peabody, in this instance, 
has asked the right question — who 
should pay the taxes?—but at the 
wrong time. He should have asked 
this question before he merged the 
Bellevue Corporation with the Acme 
Corporation. Then he would have dis- 
covered the rather obvious principle 
that the party who owned the prop- 
erty when the taxes become a lien 
must be the party who pays the taxes 
in order for them to be deductible. 
Too late, Mr. Peabody learns that he 
forfeited an income tax benefit by 
not having the Bellevue Corporation 
pay the taxes before it was merged 
with Acme. Had it done so, neither 
Acme nor Mr. Jones would have suf- 
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fered in the least—and the Bellevue 
Corporation would have saved the in- 
come tax on $3,000. 

You will notice that the answers to 
all the questions asked in the above 
transactions are relatively simple 
sometimes even obvious. The reason 
Mr. Peabody came out as well as he 
did was not because he knew some 
“tricky” answers —but because he 
asked the right questions at the right 
time. And the questions were not so 
difficult to work out either, he was 
merely persevering enough not to be 
satisfied until he had asked about 
every possible way of handling the 
deal. The smartest tax expert in the 
country might know all these answers 
instinctively—but, unless he is careful 
enough to ask the same questions Mr. 
Peabody asked, his client is likely to 
lose a good deal of money. It will 
also be noticed that it is not sufficient 
merely to ask the questions pertaining 
to your own tax liability, and to ask 
them before any action is taken, but 
it is also necessary to ask questions 
pertaining to the tax liability of the 
other party to the transaction. For the 
plan which produces the most favor- 
able tax result to the seller is utterly 
valueless unless it will also be accept- 
able to the buyer. After all, if one 
can’t find a buyer who will be satis- 
fied with the deal, one won't have 
any income, or any tax problems to 
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can make the improvements, and in- 
crease the rent accordingly, or (2) 
the tenant can make them. If the 
landlord makes the improvements, the 
result is as in the case referred to- 
they must be depreciated over the 
life of the building. Let us assume 
some additional facts that do not ap- 
pear in the reported decision: The 
original building, which had cost 
$100,000, had a remaining useful life 
of forty years. Allowable depreciation 
thereon had been established at 242 
per cent. Reasonable rent for the 
building without further improvement 
was $12,000 per year. Since the lessor 
would normally expect to recover the 
cost of these “special purpose” im- 
provements over the life of the lease, 
it was agreed that the rental be in- 


$12,000 a year. The lessor would then 
have received $60,000 of rental in- 
come over the five year period, against 
which it would have deducted a total 
of $12,500 in depreciation on the 
building (2% per cent of $100,000 
for five years). Its net income over 
the period would have been $47,500, 
which is $21,875 less than where the 
lessor has made the improvements! 
Whils the lessor would not have the 
additional $25,000 of rental, it would 
not have made the additional $25,000 
expenditure. If it be assumed that 
the improvements are worth nothing 
on expiration of the lease, the lessor 
would be in exactly the same position 
as though it had made the improve- 
ments, except that it would have saved 
the tax on $21,875. On the other hand, 
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the improvements, it would have paid 
out $60,000 as rent and $25,000 as 
the cost of the improvements. The 
rent would have been deductible as a 
business expense and the cost of the 
improvements would have been de- 
ductible over the lease term as depre- 
ciation. 


Needed: the Right Questions 


Again, the answers are simple 
once we ask the right questions, and 
the questions themselves are quite 
simple. All the landlord has to ask is 
—‘What other way is there to handle 
the transaction?” There is only one 
other way, and computation quickly 
shows that it is the more desirable. 

For a final example, assume Mr. 
Brown has bought some property 
“subject to a mortgage” of $30,000 
—which he did not assume. A num- 
ber of years later he decides to get 
rid of the property as it is worth less 
than the amount of the mortgage. 
His basis for the property after de- 
preciation is $40,000. The property is 
a Capital asset. Mr. Brown starts ask- 
ing questions: How does one go about 
getting rid of a white elephant such 
as this? He can sell it—but no one 
would buy it. He can let it be fore- 
closed upon. He can abandon it. 
That seems to exhaust the possibilities. 


Since he is not personally liable on 
the debt it doesn’t seem to matter 
what happens to the property — as 
long as Mr. Brown gets rid of it. But 
—he had better ask some more ques- 
tions. What if he goes to the bank 
and offers to deed the property to it 
if they will pay his attorney’s fees 
which he estimates to be about $250? 
The bank will probably agree, as it 
will cost the bank at least that much 
to foreclose. This seems to be a simple 
solution — but Mr. Brown inquires 
further: What will this do to my taxes 
for the year? Since the property is a 
capital asset, he will have a capital 
loss of $10,000 on the “sale” to the 
bank—-reduced by the $250 cash he 
receives. That looks pretty good from 
the tax standpoint because Mr. Brown 
has $10,000 of capital gains this year 
on which he would have to pay $2,- 
500 of taxes. By selling to the bank 
for $250 he will practically eliminate 
that tax. 

Mr. Brown knows that there are 
three ways to handle the transaction. 
He already found that out when he 
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asked his first question. What, then, 
are the results of following the other 
procedures? If the property is fore- 
closed upon, he will have a $10,000 
loss on foreclosure which is treated as 
a “loss” on sale—so that he will be in 
the same position as though he had 
sold to the bank for $250 except that 
he will not get the $250. Obviously, 
he would be better off to sell to the 
bank. But what of the third alterna- 
tive—abandonment? 

He finds that an abandonment loss 
is not a loss on sale or exchange—for, 
as he receives no consideration, he 
hasn’t sold anything. He is concerned 
over this because he knows he has a 
loss, and if it isn’t a loss on a sale or 
exchange, what is it? It is a loss on a 
“transaction entered into for profit.” 
Since the capital loss limitations apply 
only to losses on sales or exchanges, 

the limitations won’t apply where 
there is no sale or exchange. Conse- 
quently, if he abandoned the prop- 
erty, simply by deeding it voluntarily 
to the bank without any considera- 
tion, he will have an ordinary loss, 
fully deductible from income. As he 
is in the 50 per cent bracket, this will 
reduce his taxes by $5,000, as com- 
pared with about $2,500 of tax reduc- 
tion if he sells to the bank for $250, 
or if he awaits foreclosure. Clearly, he 
had better pay his own attorney’s fees 
of $250 and obtain the extra $2,500 


of tax reduction. 


Hazard Ahead 


In the situations described, it isn’t 
necessary to know all of the answers, 
but if you fail to ask the questions 
you will be over-looking valuable tax 
economies. Frequently you will know 
the answers yourself, if you ask them 
one at a time. Where you don’t know 
them, you should have no difficulty 
in finding someone who does. But, if 
you go into a transaction without ask- 
ing the questions, and without satis- 
fying yourself that the answers will 
not produce a surprising, perhaps un- 
happy result, you are not even be- 
ginning to think of “solving tax diffi- 
culties in real estate transactions.” 


The procedure which we have fol- 
lowed in finding the questions which 
exist in the three cases I have used 
as examples can be followed in any 
case and with like results. In every 
situation the procedure is the same: 
Ask yourself, “What are the different 
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ways of handling this transaction?” 
In most instances it should not be 
difficult to conceive of all the various 
ways of handling a transaction, for 
these various ways of handling trans- 
actions are not “trick devices” con- 
ceived in the minds of tax lawyers, 
but are procedures which are followed 
by businessmen. The problem, for the 
most part, is not to devise new ways 
of handling transactions, for these 
transactions have been consummated 
thousands of times over a period of 
a great many years. They are the 
result not of the ingenuity of lawyers, 
but of the ingenuity of businessmen. 
Not one of the procedures discussed 
will strike you as being particularly 
new or startling, for they are all legi- 
timate and customary ways of han- 
dling day to day business transac- 
tions. The thing that may be startling 
is not the procedure, but the tax re- 
sults which flow from adopting one 
procedure or the other. Consequently, 
it is generally unnecessary to attempt 
to devise new and more intricate pro- 
cedures for handling an old type of 
business transaction. It is merely nec- 
essary to test each available proce- 
dure against the tax results. If you 
do not know the correct tax answer 
to your question it should not be dif- 
ficult to obtain an authoritative an- 
swer from an attorney. 

Remember: the questions are the 
key. If you know all the questions 
and none of the answers, you will at 
least have taken the first step in solv- 
ing your tax difficulties. 
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To Be Taxed 
Or Not to Be 


That is the question facing mutual institutions as 
congressional committees weigh the possibility of 
making them subject to normal corporate taxes 


EFORE they get through with it 

sometime in May or June, the 
law makers are probably going to find 
that the new tax bill is about the 
hardest one to write they've ever 
tackled. With the inflation continuing 
and growing, with the tremendous de- 
fense expenditures mounting daily, 
and the huge federal debt to be serv- 
iced, the need for increased taxes is 
obviously very great; but just how 
much heavier a load taxpayers can 
stand is also something which cannot 
be ignored and the legislators will not 
forget that part of it either. 

In the new bill, no possible source 
of revenue is safe from at least an in- 
vestigation as to how much it might 
be tapped for. Of the many which 
have been suggested as new sources 
of tax receipts, the cooperatives, mu- 
tual savings banks and savings and 
loan associations are being singled out 
as a place where some new tax money 
might be secured. 

This isn’t anything new. Proposals 
to put these mutual institutions on the 
same tax basis as any other business 
have been made for years. 

Last year, in considering the 1950 
tax bill, the house committee at one 
point by a 13 to 12 vote included a 
provision to tax these groups. It later 
reversed itself but in this year’s hear- 
ings it seems the committee members 
are still evenly divided on the matter. 

Later on, Sen. George declared that 
in the next tax bill (the one now be- 
ing planned) it was almost certain 
that they would have their present 
tax status altered. And since the pres- 
ent planning on a new tax measure 
began, all sorts of demands for “tax 
equality for all” as well as condemna- 
tion of any attempt to make any 
change are being heard. 

Big fillip came when Secretary of 
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the Treasury Snyder testified before 
the house ways and means committee. 
What Secretary Snyder said was not 
a demand that the cooperatives, mu- 
tual savings banks and savings and 
loans associations be taxed under a 
new basis; instead he recommended 
that the committee re-examine this 
possibility for new revenue, much in 
the same way he made similar recom- 
mendations for many other sources. 
(In fact, it appears that Snyder men- 
tioned just about every conceivable 
source of new tax revenue he could 


possibly think of.) 


So Says Snyder 

“Another type of structural revi- 
sion,” he said, “relates to the treat- 
ment of business organizations now 
exempt from tax, including coopera- 
tives and other mutual enterprises. 
This Committee is familiar with the 
difficult and controversial problems in 
this area, having conducted extensive 
hearings on this subject in recent 
years. 

“During the last session, your Com- 
mittee found a solution for some of 
these problems, such as the unrelated 
business income of charitable and 
educational institutions. The possibil- 
ity of taxing the cooperative and 
other mutual enterprises was also then 
explored. I would suggest that this 
examination be continued with ref- 
erence to cooperatives, mutual savings 
banks, and building and loan associa- 
tions.” 

He said that a tax could be applied 
to retained earnings beyond “reason- 
able reserves” or retained earnings 
which were used for “expansion pur- 
poses.” Such a principle could be 
applied to all cooperatives and mu- 
tual institutions, he said. As to taxing 
savings and loan income before divi- 


dends, he said that money paid to 
savers was “already in the tax stream.” 

Then he added that it (i.e. taxing 
mutual institutions) “is not a revenue 
producing item but is one of those 
questions of equity which is raised 
every time we have a tax bill under 
discussion.” 

But Snyder also said: “To the ex- 
tent that collective buying and selling 
results in lower buying prices or larger 
incomes to patrons or members, these 
savings enter into their taxable in- 
come as individuals. However, funds 
which are not returned to members of 
these mutual enterprises are available 
tax free for expansion in competition 
with other taxable businesses. 

“We should seek to apply the cor- 
poration income tax to such retained 
funds. This would not impair the 
ability of cooperatives and mutual 
savings institutions to perform their 
traditional functions.” 

Some banking groups are vigor- 
ously agitating for a change in tax 
status for mutual institutions. A Chi- 
cago banker representing bank asso- 
ciations from seven states, told the 
committee the savings and loan asso- 
ciations had changed from small local 
institutions whose members pooled 
their savings to help other members 
into large institutions in keen compe- 
tition with commercial banks. 


“For all practical purposes they do 
everything that banks do except that 
their investors can not write checks,” 
he said. 

From 1946 to 1949, the committee 
was told, the savings and loan associa- 
tions increased their deposits 56 per 
cent while commercial banks _in- 
creased their deposits only 5 per cent 
in 1949 alone. Savings and loan as- 
sociations increased their deposits 13.8 
per cent as against 27/100 of | per 
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cent for commercial banks and recent 
reports indicate that “the relative in- 
creases in 1950 were at even greater 
disproportions,” the Chicago banker 
said. 

He estimated that savings and loan 
associations have gross profits of over 
$500 million a year and would pay 
$150 million to $200 million a year 
in corporate taxes at present rates. 


Earl B. Schwulst, president, Bowery 
Savings Bank, and chairman of the 
legislative committee of the National 
Association of Mutual Savings Banks, 
said the earnings of these banks “are 
already taxed in the only way they 
can be fairly taxed,” through the de- 
positors. 

Mutual savings banks, he declared, 
pay out all earnings after expenses 
and after setting aside a reserve to 
protect the depositors. He maintained 
that retained earnings have not been 
excessive and that any tax on the 
banks would result in a smaller divi- 
dend or interest rate. The bank would 
probably pay a higher tax rate than 
the individual depositor would, he 
admitted. 


William E. Webb, Jr., representing 
insurance agents in 24 state associa- 
tions, said the same tax must be im- 
posed on mutual fire and casualty in- 
surance corporations as are imposed 
on capital stock companies. He said 
that as corporate tax rates increased, 
the tax advantage of the mutual cor- 
porations becomes greater. 


“We insurance agents do not see 
how our companies can continue to 
meet mutual competition when the 
mutual corporations can use the 
money they don’t pay in taxes for 
dividends.” 


Webb estimated that taxing the 
mutual and stock insurance com- 
panies on the same basis would bring 
a minimum of $60 million a year into 
the Treasury. 


Most observers think the adminis- 
tration isn’t too serious in proposals 
made so far. The President certainly 
wasn’t willing to go very far in the 
way of proposing anything because 
the nearest he ever came to it was in 
his tax message when he merely said 
that “I urge that the congress .. . 
review the tax status of organizations 
now exempt.” 


But whether the administration is 
serious or not, a number of people, 





including congressmen, seem to be. 
Congressman Mason (R., Ill.) urged 
congress to tax cooperatives “until it 
hurts” when it drafts the 1951 rev- 
enue act. 

He said that congress also must tax 
other institutions such as building and 
loan associations and mutual savings 
banks which are now exempt before 
imposing heavier taxes on already 
burdened individuals and corpora- 
tions. He estimated that the govern- 
ment could raise an additional | bil- 
lion dollars by taxing these institu- 
tions—a good deal more than the 175 
million dollars estimated by Secretary 
Snyder. 

While the mutual savings banks 
and savings and loan associations 
have effective congressional spokes- 
men when the discussions get down to 
essentials, the cooperatives will muster 
the most vocal and effective type of 
support in resisting any change. 

Recently Raymond Moley said: 

“The President is too obsessed with 
politics to offend such powerful 
groups. More than once, the Presi- 
dent in fishing expeditions for farm 
votes has taken the ridiculous position 
that taxing co-operatives would de- 
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stroy them. Posing as the farmer’s 
friend, he has asserted that he would 
never let that happen. 

“Snyder is undoubtedly striking at 
a very important feature of the opera- 
tion of cooperatives, because it is well 
known that very large sums are left 
with them and not paid out as pa- 
tronage dividends. These sums still be- 
long to members who thus avoid add- 
ing them to taxable income. This 
incentive creates an exact opposite sit- 
uation to that of a corporation which, 
if it withholds money from stockhold- 
ers for reserves or expansion, may fall 
afoul of Section 102 of the Revenue 
Act. 

“When we come right down to 
brass tacks, these so-called patronage 
payments, or refunds or dividends, are 
really dividends paid out of the profits 
of the business done by the organiza- 
tions. The business profits should be 
taxed, just as corporation profits are 
taxed, and the patronage dividends 
should be taxed as they are now. 

“With every segment of the econ- 
omy laboring to sustain the great 
burden of a welfare state and a war 
effort, no one should escape his share 
of the load.” 
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x Ideas about SERVICING 





How Our Bank Streamlined Our 
Mortgage Loan Servicing 


URING our bank’s 68 years of ex- 

istence on Chicago’s South Side, 
we made satisfactory progress in all 
the areas of bank advancement such 
as an efficient, 
modern building, 
a spacious parking 
lot, three drive-in 
windows and 
many innovations 
in personal serv- 
our 


ices for cus- 


tomers. 





But it was only 
a little while ago 
that we realized 
we were trudging along with a mort- 
gage loan accounting system quite out 
of step with our other practices. 


H. J. Verhelle 


Ours is primarily a neighborhood 
bank. The number of mortgages ser- 
viced is just under 2000. Perhaps this 
comparatively small number led pre- 
vious management to believe that the 
high-speed methods of “big” banks 
could not be applied. 

There were several glaring faults 
with our system. In the first place, 
the ledger cards for the accounts were 
in ordinary vertical trays. This created 
the possibility—it never actually hap- 
pened but it surely was a possibility— 
that any card might be misfiled, mis- 
placed, lost or destroyed, causing a 
great deal of balancing difficulty and 
perhaps requiring months for location 
and reconstruction of the record of 
the account. In addition, there was 
the manual task of putting the ledger 
trays into the vault each night and 
taking them out in the morning. 

The second weakness was that each 
payment was calculated and broken 
down individually by the teller as he 
accepted it. Not only was this a time- 
wasting procedure, but highly suscep- 


By HENRY J. VERHELLE 


tible of error. Here, too, existed the 
chance—which no sound banker can 
tolerate—that at some time a too- 
smart teller could devise ways for fal- 
sifying records to his own profit. No, 
it didn’t happen—-but bankers can’t 
take chances! 

A third condition was that the nec- 
essary monthly checking for delin- 
quents laborious process. It 
took us an average of two days each 
month just to make up the delinquent 
list—and banking profits are not such 
that expenses like this are justified! 


was a 


Fourth, we were clinging to the nice, 
old-fashioned, “friendly” method of 
mailing out a notice-of-payment-due 
each month at a great cost in time, 
materials, postage and clerical salaries. 

We revised the system by combin- 
ing a number of methods and prac- 
tices used in other banks as well as 
business firms having deferred pay- 
ment plans. Our new system is almost 
entirely automatic and includes many 


i 


The mortgage servicing expe- 
rience of the Pullman Trust & 
Savings Bank in Chicago prob- 
ably can be duplicated by bun- 
dreds of imstitutions over the 
country — except that Pullman 
modernized while so many 
banks haven't. As related here 
by Mr. Verbelle, controller, this 
Bank kept right in step with all 
modern developments of a pro- 
gressive banking institution ex- 
cept in its loan servicing. The 
number of loans serviced seemed 
too small, so they thought, for 
high-speed big bank methods. 
But they found out differently 
and went to work on a stream- 
lining job. Mr. Verhelle de- 
scribes the results. 


ee 


safeguards which appear to make it 
virtually foolproof. It is now impos- 
sible for an account ledger card to be 
lost or misplaced without that fact 
becoming instantly and visibly appar- 
ent. 

There is no possibility of miscalcu- 
lation of payments or misapplication 
of them. Breakdowns are clearly ap- 
parent, auditing is simplified, and 
even the physical work of moving the 
ledger trays is eliminated. 

Furthermore, any teller can now 
accept the coupon payments, whereas 
previously patrons had to go to one 
teller only. This makes for better serv- 
ice to custemers and distributes our 
own work load more evenly. 

The activating heart of our account- 
ing which makes all this possible is 
three Safe-Files equipped with Ko- 
lect-A-Matic pockets in insert trays. 
The prime virtue is that every ledger 
card has a specific “home”—labeled, 
identified pocket where the card must 
be. In monthly balancing, in any 
check-through, an absent card is im- 
mediately noticed. In such a contin- 
gency, we would know exactly what 
was missing and could reconstruct the 
record without appreciable delay. 

The Safe-Files themselves are of 
monolithic, fire-resistant construction. 
Located at the most convenient work- 
ing point, any young girl finds it no 
effort at all to push the drawers closed 
at night and lock them—giving fire 
protection in a fraction of a second 
without the heavy manual labor of 
moving the records into the vault. 

Each Kolect-A-Matic pocket is 
equipped with a Graph-A-Matic mov- 
able signal on its visible edge. When 
a payment is posted, the bookkeeper 
moves the signal for the proper num- 
ber of spaces on the third printed 
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monthly scale as she returns the card 
to the pocket—taking only a fraction 
of a second for this extra motion. 
But the visible signal makes it possible 
to check and list delinquencies on all 
of our mortgage loans in a maximum 
of 90 minutes—compared to the pre- 
vious 2 days! 

Further, we use two colors of Graph- 
A-Matic signals; orange for those pay- 
ments due from the Ist to the 10th of 
the month, green for those few loans 
with payment dates after the 10th. 
This means that on the 15th of the 
month we can check the orange sig- 
nals only, for routine followup; and 
on our regular rechecks at about the 
20th and 27th, every delinquency can 
be spotted rapidly. 

By the use of different colored ledger 
cards for varying types of loans, such 
as GI, FHA, and conventional, we are 
able to group each type together on 
separate Kolect-A-Matic panels, 
which likewise is a great aid to proper 
posting and control. 

The decision to use this equipment 
made a slight change in size of our 
ledger cards necessary; and in rede- 
signing those we found many oppor- 
tunities for greater efficiency. One of 
the major simplifications was the elim- 
ination of two “total” columns in 
escrow figures. Previously we had 
posted the payment and run a cumu- 
lative total on each of taxes, hazard 
insurance, and FHA premium. Now 
we simply post the amounts with one 
cumulative total for the entire escrow. 
If it should be necessary to check any 
individual amount, it will be easy to 
add the proper vertical column or 
run a tape on it. 

The ledger cards are now printed 
on tough index stock instead of on or- 





Pullman uses this system of three Sale- 
files equipped with Kolect-A-Matic pockets 
in insert trays for its mortgage loan ledger 
cards. 


dinary paper as before. This permits 
two-side printing, giving each card a 
total life of 72 postings. Spaces at the 
top of the card permit briefing of all 
of the pertinent information about 
each loan, so that reference to other 
information sources is seldom needed. 

At the top center of each ledger 
card, die-cut slots permit the insertion 
of a 24% x 4% inch card which con- 
tains the current figures for the escrow 
payments as well as the principal 
and interest amount for each month. 
The former group are adjusted yearly 
if necessary; the latter are usually 
clipped from printed schedules and 
pasted on. This card is renewed 
yearly. 

When a payment is posted, there- 
fore, the bookkeeper first verifies that 
the total amount corresponds with the 
ledger card. Entering the proper 


amounts in each column is then a 
quick operation, merely copying them 
from the top center insert. As each 
principal-and-interest payment 
is credited, it is redlined on the insert 
(see specimen form, this page) as a 
mechanical method of making sure 
that the proper figures will be posted 
next month. 

In conjunction with the new method, 
we were able to inaugurate the coupon 
book plan which we had not pre- 
viously used. With coupons, we pre- 
figure payments for a year in advance, 
taking hardly more time for this one 
operation than it used to take the 
teller on each of twelve separate occa- 
sions. We have the additional safe- 
guard that the teller merely accepts a 
prefigured amount, and the posting 
employee only transfers figures from a 
coupon: a control eliminating oppor- 
tunities for all kinds of errors and 
misapplications. 

Each day’s coupons received by the 
tellers are credited in bulk to a sus- 
pense account. The next day they are 
sorted and properly posted, with a 
total on the breakdown of each unit 
group on its journal sheet. 

When the journal sheets agree with 
the credit total, we must be in bal- 
ance: the suspense account is debited 
and the proper credits are made for 
the breakdown. This also permits 
spreading the heavy first-of-the-month 
work load over several days if neces- 
sary. Here there is a time saving also 

-naturally it is quicker to post nu- 
merous transactions at one time in se- 
quence than to handle each one 
separately. 

With the peak load of payments 
due on the first of each month, there 

(Continued on page 20, column 1) 
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Clifford Boyd 


NEW MEMBERS IN MBA 


MBA’s 1951 membership campaign 
has now reached a high peak with 
state and city membership chairmen 
everywhere actively making presenta- 
tions. The greatest effort will be 
made between now and the next three 
months. New members admitted since 
the last report include: 


CONNECTICUT, Stamford, The Fairfield 
Mortgage Company 

DELAWARE, Wilmington, Wilmington 
Trust Company 

LOUISIANA, Baton Rouge, Sutton & 
Dorman 

MARYLAND, Baltimore, S. L. 
man Org., Inc. 

MICHIGAN, Detroit, Gleaner Life In- 
surance Society 

NEW JERSEY, Newark, The National 
State Bank 

NEW YORK, New York, Bernard L. Buck, 
Housing Securities Inc.; Niagara Falls, 
Niagara County Savings Bank 

OHIO, Cleveland, Fred W. Orr & Co. 

PENNSYLVANIA, Pittsburgh, Fred L. 
Aiken Associates 

TENNESSEE, Memphis, Desoto Mortgage 
& Investment Company 

WISCONSIN, Port Washington, Builders 
Acceptance Company 


Hammer- 


is ample time in the latter part of the 
month for the regular staff to check 
on delinquencies, make out new in- 
serts as needed for the ledger cards, 
and prepare replacements for expired 
coupon books. 

Altogether, the system is highly sat- 
isfactory and provides excellent con- 
trol. A loan transaction needs to be 
thoroughly audited only at its original 
completion. Interim checking is very 
simple. 

There is one incidental technique 
not directly related to the new system 
that may be of interest to other 
bankers. We have purchased trans- 
parent envelopes for the filing of the 
mortgage notes in our vault, and each 
note is so folded that the amount, 
signature, and other important facts 
are visible through the envelope. This 
makes it very easy for examiners to 
check the notes as desired without ex- 
cessive handling. 
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W. A. Clarke 


T. B. King 
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F. D. Richards 


Oliver Walker 


AFTER N. Y. CONFERENCE, MBA 1951 MEETING PROGRAM 
HEADS SOUTH FOR BIRMINGHAM AND JACKSONVILLE 


After the Eastern Mortgage Confer- 
ence in New York at Hotel Statler 
March 26-27, MBA’s 1951 program 
of meetings takes a month off and 
then heads for the South with a Clinic 
in Birmingham May 8 and another in 
Jacksonville, Fla., May 11, the latter 
preceded by the regular Spring meet- 
ing of the board of governors at The 
Inn at Ponte Vedra, Fla., May 10. 
This is the resort near Jacksonville 
owned and operated by Stockton, 
Whatley, Davin & Company interests 
of Jacksonville and Brown L. Whatley, 
MBA regional vice president, will act 
as host at the meeting. 


In New York, Milford A. Vieser, 
Mutual Benefit Life Insurance Com- 
pany, Newark, will preside and the 
opening session will be on servicing 
with Oliver M. Walker, Walker & 
Dunlop, Inc., Washington; Donald 
W. Campbell, State Mutual Life As- 
surance Company, Worcester, Mass., 


and- Clifford C. Boyd, Institutional 





MBA CALENDAR 











March 26-27, Eastern Mortgage Con- 
ference, Hotel Statler, New York. 


May 8, Clinic, Hotel Tutwiler, Bir- 
mingham. 


May 11, Clinic, George Washington 
Hotel, Jacksonville, Fla. 


June 18-22, Fourth Annual Mortgage 
Banking Seminar, Northwestern 
University, Chicago. 


June 25-27, Advanced Mortgage 
Banking Seminar, Northwestern 
University, Chicago. 


September 11-14, 38th Annual Con- 
vention, Mark Hopkins and Fair- 
mont Hotels, San Francisco. 


Securities Company, New York, speak- 
ing on various aspects of servicing. 

That afternoon Samuel E. Neel and 
Sen. Everett M. Dirksen of [Illinois 
will address the Conference. 

Second morning will hear Thomas 
E McDonald, MBA director of ac- 
counting and servicing, and James W. 
Rouse, The Moss-Rouse Company, 
Baltimore, and William I. DeHuszar, 
Dovenmuchle, Inc., Chicago, speak on 
collections and delinquencies. 

Last session will feature the govern- 
ment agency heads speaking on the 
mortgage problems within their juris- 
diction including FHA Commissioner 
Franklin D. Richards, HHFA Admin- 
istrator Raymond M. Foley, T. B. 
King of the VA and W. A. Clarke of 
the Federal Reserve System. 

As anticipated in view of the heavy 
attendance at the other 1951 MBA 
meetings, advance registrations for 
New York have been heavy; and 
members who plan to attend but 
have failed to make hotel reservations 
should do so promptly. There is still 
time to get your advance registration 
in so that your name will appear on 
the initial list available at the opening. 

Members should re-check the MBA 
Calendar in the next column with 
their own to see how things look for 
them in May because it is an inviting 
time to head South and catch one of 
our Clinics at the same time. An- 
nouncements about them will be in 
rmembers’ hands soon. 
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WANTED: An assistant to Manager of 
Mortgage Loan Department in old estab- 
lished company in South East. 30-40 years 
of age with general knowledge mortgage 
financing and servicing. Reply in detail 
with latest photograph. Box 218, Mortgage 
Bankers Association of America, 111 W. 
Washington St., Chicago. 
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>> ELECTED: MBA Vice President 
Aubrey M. Costa, Dallas, a director 
of Republic Insurance Company .. . 
Andrew H. Miller as vice president 
of Montclair Savings Bank, Mont- 
clair, N. J... . Roland A. Benge, 
vice president, The Detroit Bank, as 
president of Construction Industry 
Council, an organization of all trade 
groups in Detroit interested in the 
construction field . . . Donald Jenkins, 
vice president, Commonwealth Bank, 
was named to the organization’s slum 
clearance committee. 


Earl B. Schwulst, president, Bowery 
Savings Bank, New York was again 
named to head the Greater New York 
Fund for 1951 . . . and Norman H. 
Nelson, St. Paul, has been re-elected 
president of the St. Paul Area Boy 
Scout Council. 


George W. DeFranceaux, vice presi- 
dent, Frederick W. Berens, Inc., Wash- 
ington, D. C., announced that Gerard 
Manack has resigned as attorney- 
advisor for FHA’s Large Scale Hous- 
ing Division to take full charge of 
production of mortgages. Mr. Manack 
came to FHA in 1944 after practicing 
law in Ohio for nine years following 
his graduation from Georgetown Uni- 
versity. The Berens organization was 
the first in the nation to handle an 
FHA loan. 


Harold W. Dance has been named 
manager of the insurance department 
of Utah Mortgage Loan Corp., Lo- 
gan, Utah, succeeding Roland R. 
Wright, called back into service. 

Holt Bean, vice president and man- 
ager, mortgage loan department, Life 
& Casualty Insurance Company, 
Nashville, and Clark Hutton, man- 
ager, investment department, were 
named directors of the Company at 
the annual stockholders meeting. 
>> RETIREMENT: With no “fuss” 
—which is the way he wanted it—one 
of the country’s best known mortgage 
men, George C. Holmberg, has retired 
as vice president of the Northwestern 
National Life Insurance Company. 
Mr. Holmberg came to North- 
western National in October 1925 as 
treasurer and had full charge of the 
company’s investment operations un- 
til a year ago. In 1936 he was elected 
vice president and in 1947 was elected 
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1951 BEST YEAR YET 
FOR MEETINGS OF MBA 


This has been MBA’s largest “‘meet- 
ing year” with attendance at the four 
events already held totaling nearly 
1400 and an additional 1000 in pros- 
pect for the Eastern Mortgage Con- 
ference in New York and the May 
Clinics in Jacksonville and Birming- 
ham. The Minneapolis Clinic showed 
a registration of 125 and in Oklahoma 
City a record 315 were on hand for 
the meeting. 


Top, at the Oklahoma City luncheon, 
were, left to right: James E. Hicks, FHA 
zone commissioner; Franklin D. Richards, 
FHA commissioner; Thomas J. Sweeney, 
VA loan guaranty service; Aubrey M. 
Costa, Southern Trust and Mortgage Com- 
pany, Dallas; Samuel E. Neel; W. R. John- 
ston, W. R. Johnston & Co., Oklahoma 
City; MBA President Milton T. MacDonald; 
Oliver M. Walker, Walker & Dunlop, Inc., 
Washington, D. C.; R. O. Deming, Jr., 
The Deming Investment Company, Oswego, 
Kansas; George H. Patterson, MBA Secre- 
tary; and W. A. Clarke, W. A. Clarke 
Mortgage Company, Philadelphia. 


Center photo, at the Minneapolis Clinic, 
first row, left to right: Oliver M. Walker; 
Darrel M. Holt, The Towle Company, and 


a director. Last year he relinquished 
the office of treasurer and certain 
other administrative duties at his own 
request. At that time the investment 
department was made into three sep- 
arate divisions, the treasurer’s section, 
securities, and mortgage loans and 
Mr. Holmberg devoted himself chiefly 
to developing new investment outlets 
for the company’s funds and acting in 
an advisory capacity. The securities 
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President, Minneapolis MBA; Samuel E. 
Neel; Walter C. Nelson, Eberhardt Com- 
pany; President Milton T. MacDonald; 
S. M. Waters, M. R. Waters & Sons, Inc. 


Back row: C. D. McGuiggan, Investors 
Diversified Services, Inc.; Harold B. Farley, 
FHA Director; Norman H. Nelson, The 
Minnesota Mutual Life Insurance Company; 
George H. Patterson; A. L. Peters, First 
National Bank, St. Paul; H. J. Cummings, 
President, Minnesota Mutual Life Insurance 
Company; and George Janda, VA, Minne- 
apolis. 

Lower photo, the Oklahoma City boys 
who put on the Oklahoma City Clinic: left 
to right: Dale C. Chegwin, Oklahoma Mort- 
gage Company, Inc.; John H. Crew, W. R. 
Johnston & Co., Inc.; B. B. Bass, The 
American First Trust Co.; F. M. Petree, 
Home Mortgage & Investment Co.; H. B. 
Moffitt, Realty Mortgage and Sales Com- 
pany; W. R. Johnston; and Hilliary Hutch- 
ison, secretary, Oklahoma Mortgage Asso- 
ciation. 


section will now be headed by C. H. 
Mathews and mortgages and purchase- 
lease transactions by Reuben A. Scott. 


>> RECOGNITION: Thomas E. 
Colleton, recently president of the 
New Jersey MBA, has been awarded 
a certificate by the Newark Real 
Estate Board for “outstanding service 
to his board, his profession and his 
community.” 
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Some happenings among local mort- 
gage groups across the country: 


>> OKLAHOMA: Louis R. Freese, 
Tulsa, vice-president, W. R. Johnston 
Co., was elected president of the 
Oklahoma MBA, succeeding F. M. 
Petree, Oklahoma City. 

Other new officers are B. B. Bass, 
Oklahoma City, vice-president, and 
J. H. Hutchinson, Oklahoma City, 
secretary-treasurer. 


>> CHICAGO: Chicago MBA mem- 
bers turned from their own industry 
to a program devoted entirely to in- 
surance and the opportunities for 
service and profits within this indus- 
try. Three prominent insurance ex- 
ecutives and an official of the Ameri- 
can Appraisal Company discussed 
various phases, including the view- 
point of the adjustor and problems in 
the type of insur- 


processing losses; 
bankers, 


ance for use by mortgage 
and the insurance responsibilities of 
the mortgagee and mortgagor and 
methods of promoting business. 

Oscar W. Engelhard, insurance ex- 
ecutive, told members that in addition 
to securing clients’ personal insur- 
ance, mortgage companies should also 
try to get a borrower's business in- 
surance as well. 

Borrowers securing loans for the 
construction of homes should 
carry complete temporary insurance, 
which is available at low rates and 
expires when the buildings are com- 
pleted. They also should carry per- 
sonal liability because a contractor’s 
liability ends when he moves off the 


new 


property every night. 

Among the expanded activities of 
the Chicago MBA is its new Loan 
Servicing Committee headed by Wil- 
liam I. DeHuszar, who is chairman of 
MBA’s Mortgage Loan Servicing 
Committee. Other members are Emil 
J. Seliga, Richard E. Delaney, Hans 
Ehrlich, J. Scott Prouty, James I. 
Rothschild and William H. Scott. The 
Association has also begun the pub- 
lication of a regular membership bul- 
letin. The various committee chair- 
men contribute individual sections. 


>>? EDUCATION: MBA, with its 
NYU Senior Executives Course, its 
Mortgage Banking Seminar and now 
its Advanced Seminar, is finding that 
progress in education among local 
groups is also growing rapidly. For 
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instance, this Spring the University of 
Michigan extension service is offering 
seven courses in cooperation with the 
Detroit MBA and the Detroit Real Es- 
tate Board and under the supervision 
of Charles H. Sill, long prominent in 
the mortgage field in Detroit and now 
with the University. Three members 
of the St. Louis MBA are teaching at 
Washington University this year giv- 
ing courses in real estate. Real estate 
financing is taught by L. L. Seeman, 
vice president of the Association, real 
estate management by Charles H. 
Christel, a past president, and estates 
and interest in real property by Mc- 
Cune Gill, also a past president. 


>> DETROIT: The price rise will 
continue, Dr. J. Philip Wernette of the 
University of Michigan, told Detroit 
MBA members at their recent meet- 
ing. 

“Controls are not effective and I 
am not certain that they were meant 
to be.” 

Dr. Wernette sees a continuation of 


inflation for some time ahead. He 


said that one of the chief elements in 
inflation has not yet appeared, namely 
increased government expenditures. 

“For the first seven months of this 
fiscal year to February Ist the gov- 
ernment net receipts increased 11 per 
cent and expenditures decreased 5 
per cent—the exact opposite of a typi- 
cal pattern of inflation. If we have 
had such inflation as we have had 
since the Korean war without the 
stimulus of increased government ex- 
penditures, what must we expect 
when the expenditures actually begin, 
as they will, to increase?” 


>> SUPPORT: Local mortgage as- 
sociations which had meetings at 
about the time Maurice R. Massey, 
Jr., chairman of MBA’s federal legis- 
lative MBA’s 


views to congress on the new housing 


committee presented 
legislation, were quick to vote sup- 
port of the Association’s position. 
These include Texas MBA, New Jer- 
sey MBA, Philadelphia MBA and 
others. 


With This Handy, Easy to Use 
Reference Guide, Everything about 


REGULATION X 


Is Available to You Instantly 


It contains all current changes 
and interpretations in Regulation 
X, each filed and indexed for 
quick reference. As any additional 
changes are made they will be 
sent to you with instructions as 
to where they are to be placed 
in your book. For MBA members, 
this Reference Guide is available 
at 


$5 


Mail your order direct to the headquarters office with covering check 


MORTGAGE BANKERS ASSOCIATION 
OF AMERICA 


111 WEST WASHINGTON STREET 


CHICAGO 2 
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ADVANCED MORTGAGE BANKING SEMINAR SUPPLEMENTS "130! Life Insurance Company 
COURSE OF MORTGAGE STUDY AT REGULAR SEMINAR 


A long-anticipated objective in 
MBA’s educational program will be 
reached this year with the Associa- 
tion’s first Advanced Mortgage Bank- 
ing Seminar to follow the regular 
annual Mortgage Banking Seminar 
scheduled for June 18 to 22. The Ad- 
vanced Seminar is June 25-27 and 
both are at Northwestern University’s 
Chicago campus. 

Everyone who has attended a Semi- 
nar in the past three years is a candi- 
date for the Advanced course. As its 
name indicates, it will go on from 
the regular Seminar into the subjects 
with which the most experienced 
mortgage lenders are concerned. 

Shortly the booklet fully describing 
the course will be sent to all members 
and again a limitation must of neces- 
sity be placed on attendance. Prompt 
attention to your request for attend- 
ance is advisable. Members may, if 
they wish, write now to Frank J. 
McCabe, Jr., director of education 
and research, and indicate the extent 
of their possible interest in the ad- 
vanced course. While the program 
has not been finally completed here 
are some of the subjects to be explored 
during the three-day sessions and the 
speakers for some of them. 

The Influence of Political and Eco- 
nomic Forces Upon the Business Out- 
look Under a War Economy. 

“Economic Forces.” 

“Political Forces” by Miles Colean, 
Washington, D. C. 


Footnote on letting the world know 
just what your position is regarding 
a piece of property you occupy: J. T. 
Chiott, pres- 
ident, Essex 
Realty & 
Mortgage 
Company, 
Asheville, 
N. C., has a 
loan on some 
property out- 
side the city. 
Here’s the 
sign the own- 
er has posted just off the road leading 
to it. Mr. Bradford, like the hotel 
operators of the past who always 
identified themselves as “Prop.,” makes 
his position clear. 





Summary by Robert H. Pease, vice 
president, Draper and Kramer, Inc., 
Chicago. 

Investment Policies and Practices of 
Institutional Investors. 

“Life Insurance Companies.” 

“Commercial Banks” by J. R. Jones, 
vice president, Security-First National 
Bank of Los Angeles. 

“Mutual Savings Banks.” 

“Savings and Loan Associations” by 
Edward Johnson, vice president, Bell 
Savings and Loan Association, Chi- 
cago. 

Summary by James W. Rouse, The 
Moss-Rouse Company, Baltimore. 

New Trends in Financing. 

“Purchase Lease Transactions.” 

“Private Placement of Corporate 
Securities” by Dr. George T. Conklin, 
Jr., second vice president, The Guard- 
ian Life Insurance Company of 
America. 

Leighly, 
Inc., 


Summary by William L. 
vice president, Dovenmuehle, 
Chicago. 

Reducing Servicing Costs. 

“Comparative Cost of Servicing” 
by Alfred L. Raney, vice president, 
Mortgage and Trust, Inc., Houston. 

“Reductions in Cost from Stand- 
ardization of Procedures—By Mort- 
gage Bankers” by Thomas E. Mc- 
Donald, MBA Director of Servicing 
and Accounting. 

“Reductions in Costs from Stand- 
ardization of Procedures By Life 
Insurance Companies” by John M. 
McGill, superintendent of city loans, 


of Iowa. 

Summary by A. A. Johnson, assist- 
ant vice president, Colonial Mortgage 
Service Company, Upper Darby, Pa. 

Community Development and 
Trend Toward Decentralization of 
l'rban Areas. 

“Residential” by Philip M. Klutz- 
nick, former commissioner, FPHA, 
Chicago. 

“Commercial and Shopping Centers 

National Trends and Development 
Features” by Seward H. Mott, direc- 
tor, Urban Land Institute, Washing- 
ton, D. C. 

“Commercial Lessee’s Viewpoint.” 

“Investor’s Viewpoint” by E. C 
Spelman, assistant vice president, The 
Western and Southern Life Insurance 
Company, Cincinnati. 

“Industrial.” 


1950 MORTGAGE DEMAND 
LARGE FOR LIFE FIRMS 


= year was a record one for new 

mortgage investments by the life 
companies with $4,900,000,000 of 
loans purchased — more money than 
they put into any other type of in- 
vestment. During 1950, the life com- 
panies bought $11,700,000,000 of se- 
curities, mortgages and real estate, 
the Institute of Life Insurance reports. 
Of this, over $4,000,000,000 was new 
money, representing the year’s in- 
crease in the assets of all U. S. life 
companies, and about $7,500,000,000 
was from maturity and refinancing of 
investments previously made. Corpo- 
rate securities purchased in the year, 


totaled $3,960,000,000. 
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LIFE COMPANY 1950 PURCHASES AND YEAR-END HOLDINGS 
Acquired —Holdings——- 
12 Mos. 12 Mos. Dec. 31, Dec. 31, 
1950 1949 1950 1949 
(000,000 Omitted 

U. S. Government Securities. $ 2,021 $ 672 $13,35: $15,192 
Foreign Government Securities................... 152 149 1,424 1,448 
State, County, Mun. Bonds (U.S.)... 218 224 1,128 1,022 
Railroad Bonds (U.S.)......... eae 308 133 3,092 2,959 
Public Utility Bonds (U.S.)......... ineatieon 1,550 1,320 10,227 9,438 
Industrial & Misc. Bonds (U.S.)........ 1,687 2,1 9,217 8,479 
ES rrr on 415 250 1,921 1,651 
Foreign Corporate Securities 145 67 643 516 
World Bank Bonds.... Sut th deadeeaeaetewees 2 10 52 55 
Farm Mortgages: Vet. Admin.. 3 3 28 29 
ER ee 359 312 1,301 1,130 
Non-Farm Mortgages: FHA. 1,491 1,365 4,587 3,490 
EE SEE © cos s Genoa edeaceroneens 941 133 2,041 1,238 
Other ...... 2,107 1,621 8,138 7,005 
Total Securities & Mortgages.................. $11,399 $8,407 $57,158 $53,652 
ee 1 31 43 
is i. . 6 <n sCdsaneeces édéneneneneeas 263 260 1,397 1,193 
ee Faun bon 20 enevereidue dene 518 473 2,397 2,227 
Ss whack at becnes 991 882 
I inn 55 20 cckdsddovsiusebaedetackies 1,725 1,283 
Total Assets - ~ $63,699 $59,280 








HERNDON ON HOTELS 


(Continued from page 7) 


come to understand that a normal 
vacancy of 10 per cent should be in- 
cluded in the charges for the remain- 
ing 90 per cent. 

The industry now is operating on 
the time-tested truth that there is no 
such thing as a free lunch. It has 
raised its prices to meet increased 
labor costs. It has elevated beverage 
prices to absorb increased liquor costs. 
It has moved up food prices to meet 
increased wholesale food prices. 

No phase of hotel operation is more 
misunderstood by the investment fra- 
ternity than the matter of occupancy 
rates in relation to break-even points. 
However illogical in concept and 
however much refuted, the idea seems 
to persist that the hotel’s room occu- 
pancy must be maintained at a high 
rate if red ink operating results are 
to be escaped. The view that a room 
occupancy rate of 80 per cent is a 
rigid break-even point of a hotel was 
widely disseminated when World War 
II came to an end, and this cliche be- 
came accepted fact among those who 
discussed hotel operations. 

Because of this erroneous 
many professional investment people 
took a dim view of the outlook for 
the hotel operating results. Their fore- 
casts were very They 
maintained that the war was over, the 
peak had been reached, business re- 
cession and unemployment would 
spell reduced hotel patronage, and 
room occupancy would slump below 
supposedly inflexible break-even 
points. How wrong they were in their 
view of room occupancy rates relative 
to break-even points has been demon- 
strated convincingly in accomplish- 
ments of the hotel industry in the 
intervening years. 


belief, 


pessimistic. 


Obviously, it is impossible to ascribe 
to the hotel industry as a whole a 
given break-even A_hotel’s 
room occupancy rate is not the sole 
determinant of profits. If the busi- 
ness is operated intelligently, the 
break-even point declines. Every hotel 
is different. The break-even point of 
the Palmer House in Chicago, with its 
nearly $1,000,000 of ground floor 
store rentals, might conceivably oper- 
ate profitably if all of the rooms were 
vacant. The Stevens, in Chicago, pur- 
chased at a low price, also enjoys a 
low break-even point, whereas the 
Plaza in New York City, with its high 


point. 


24 











NOTHING VERY SERIOUS i 








A group of Chicagoans were show- 
ing a visiting Texan the town. “What 
do you think of our stock yards?” 
they asked. 

“Man, we got brandin’ corrals in 
Texas bigger’n this.” 

“Well,” they asked further, “what 
do you think of the imposing sky- 
scrapers of the Chicago skyline?” 

“Why, man, we got tombstones in 
Boot Hill bigger than those.” 

That night they put a brace of 
snapping turtles in his bed. When he 
turned down the covers and asked 
what they were, he was told, “Illinois 
bedbugs.” 

He peered at them a moment, “So 
they are,” he agreed. “Young ‘uns, 
ain’t they?” 

A strong young man kept a small 
safe in his home. One day the com- 
bination got out of order, so he heaved 
the safe onto his broad shoulders and 
headed for the locksmith’s. On the 
way he accidently bumped into the 
mayor and nearly knocked him down. 

“Good heavens, young man,” 
snapped the mayor. “Why don’t you 
carry a billfold like everyone else?” 

Successful Farming 


Employer: “Who told you that you 
could neglect your office duties just 
because I kissed you once in a while?” 

Steno: “My lawyer.” 

—Commerce Magazine 





overhead, luxury-type operation, has 
a break-even point of about 70 per 
cent, 

These are some of the misconcep- 
tions with which the investment fra- 
ternity views the hotel industry. They 
are manifest in the low prices and 
high yields prevailing today for hotel 
company securities. These prices and 
yields indicate the lack of recognition 
of the vast change for the better that 
has taken place in the hotel industry 
during the past 20 years. And they 
suggest a failure to appreciate the 
broad demand for hotel accommoda- 
tions in prospect for the rearmament 
economy which lies ahead. 


A wealthy farmer decided to go to 
church on Christmas. After the serv- 
ices he approached the preacher with 
much enthusiasm, “Reverend, that was 
a damned good sermon you gave. 
Damned good!” 

Reverend—*I am satisfied that you 
liked it but I wish you wouldn’t use 
those terms in expressing yourself.” 

Farmer—“I can’t help it, Reverend. 
I still think it was a damned good 
sermon, and I was so impressed that 
I put a hundred dollar bill in the 
collection basket.” 

Reverend—‘“The hell you did!” 


“Me slept with daddy last night,” 
said the small child to the kinder- 
garten teacher who believed in correct 
grammar, even by the very young. 

With emphasis, the teacher said, “I 
slept with daddy last night.” 

“Well, then,” said the child, “you 
must have come in after I went to 
sleep.” 


A very homely chap became con- 
vinced that the proper operation 
would make him one of the best-look- 
ing fellows in his town, and decided 
to undergo plastic surgery. 

“How far shall I go?” asked the 
surgeon as he made ready. “Do you 
want your looks changed completely?” 

“Oh, no,” says the customer. “I 
want people to know who it is that is 
now so handsome.” 


A census taker was calling on a 
home where there were nine children 
and every evidence of a tenth. Com- 
menting on this, the social worker 
asked how come. 

“Ah sure am tired of having chil- 
dren,” said the prolific matriarch. 

“Well then,” asked the worker. 
“Why don’t you stop?” 

“I'll tell you,” said the mother. 
“It’s the only way I know of to keep 
the youngest kid from getting spoiled.” 
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MINNESOTA 
UTAH 

OHIO 
FLORIDA 
GEORGIA 
MISSOURI 
TENNESSEE 
KENTUCKY 
MONTANA 
WYOMING 
NEBRASKA 
MISSISSIPPI 


WEST VIRGINIA 
SOUTH CAROLINA 


KANSAS 


SOUTH DAKOTA 


LOUISIANA 





LIQUIDITY 


From the standpoint of safety and yield, properly made mort- 
gages on homes have long been among the most desirable of invest- 
ments, but they lacked liquidity. The distant buyer had no assurance 
of the character and repayment ability of the borrower, of the value 


of his property or of the quality of his title. 


Now on prior approved G.I. and on FHA mortgages the value of 
the real estate and the quality of the borrower are investigated and, 
in effect, guaranteed by the government. The quality of the title 
remains the responsibility of the lender. Unsatisfactory title evidence 
may in whole or in part destroy the government guarantee. Title insur- 
ance protects the lender on the remaining otherwise unguaranteed 
matter of the title. 


Government guaranteed, title insured home mortgages offer not 
only safety and yield but liquidity and open a vast new opportunity 


for mortgage brokers in a nation-wide market. 


Title Insurance Company of Minnesota is prepared to take 
care of the title insurance needs of mortgage bankers gener- 
ally in the states listed. Policies are issued through branch 
offices, agents, or direct from the home office. The service 
is planned by mortgage bankers for mortgage bankers. 


Capital, Surplus and Reserves 
in excess of $2,500,000.00 


TITLE INSURANCE COMPANY OF MINNESOTA 


125 SOUTH FIFTH STREET Lisecola 8733 
MINNEAPOLIS 2, MINNESOTA 








TITLE INSURANCE 


For the Real Estate Owner 
and Mortgage Banker 


A Policy of Title Insurance, in addition to its pro- 


tection against title losses, facilitates the sale and 


transfer of Real Estate and Real Estate Mortgages. 


The Company is Licensed in the Following States: 


Alabama Missouri 
Arkansas Montana 
Colorado Nebraska 
Delaware Tennessee 
Florida Texas 
Georgia Utah 
Kansas Wisconsin 
Louisiana Wyoming 


Mississippi and the 





Territory of Alaska 


Issuing Agents in most principal cities—Escrow Services 
Furnished by our Home Office and by all Issuing Agents. 


KANSAS CITY TITLE INSURANCE COMPANY 


Capital, Surplus and Reserves over $2,500,000.00 
Title Bldg., 112 East 10th St. Kansas City 6, Mo. HArrison 5040 








